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British Bankers' 



Association 



The Death of Banking 



I was asked to talk about the future of banking. However, I find that I am 
compelled to report that banking is already dead! The current upheaval in 
the financial services industry, across Europe and beyond, is as significant as 
the industrial revolution of the 19th century. 
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Banks with which we are all familiar will not 
exist in 10, maybefive, years' time. I n fact, the 
banking industry to which critics often refer 
has been dead for some time. Bill Gates is 
famous for saying that he may need banking 
but he doesn't need bankers. H e's half right. 1 1 
is just that the banker he will be using in 10 or 
20years' timewill bear little resemblance to the 
one you see before you today. 

What, then, isthefutureof banking? Three little 
words, but a huge picture. Itistemptingto spend 
time on new technology - on cash machines 
working by voice recognition, internet banking 
and the control of your finances from the com- 
fort of your arm chair. This is an exciting area, 
but what I want to do here is draw out some of 
the principles and issues which are of concern to 
public policy makers and I want to start by spec- 
ulating what banking will look like to the cus- 
tomer in a decade's time. Although there are dif- 
ferences in practice throughout Europe and 
between Europe and therestof theworld, at the 
level of principlethe issues are precisely the same 
and I will draw my examples mainly from the 
U K. I will then turn to specific European issues, 
particularly in relation to mergers. 

COMPETITION AND 
CUSTOMER VALUE 

I n trying to consider banking competition, it is 
worth trying to define what a bank is. It is harder 
than ever to draw clear dividing lines between 
the various elements of fi nancial services, as both 
providers and consumers become more sophis- 
ticated. Savings accounts, insurance, invest- 
ments, asset management - all this before we 
even mention thethreecoreelementsof holding 
people's cash, helping customers make payments 
and lending money. These are the 'retail' or 
'commercial' banking activities that most people 
have in mind when they think about banks. 

M odern banking is handicapped by the fact it is 
often bundled with cultural myths about the past. 



I n the case of the U K this means a golden age of 
warm beer, cream teas and village cricket - often 
loosely associated with thesort of bank manager 
embodied in the C aptain M ainwaring figure in 
the TV series Dad's Army. The vision is often 
accompanied by the complaint that banks no 
longer care about their customers. The truth is 
very different. I n the 1950s only a very small pro- 
portion of the population anywhere in Europe 
had bank accounts or access to banks. The vast 
majority of those who did were solid middle 
class. Captain M ainwaring did not offer accounts 
to the socially or fi nancially excluded, and hesaw 
no one before 10 o'clock, after 3 PM , or over 
lunchtime. Even then, he only saw the town's 
leading figures, none of whom would have been 
foolish enough to ask him for unsecured credit. 

The truth is that in casting off the half glasses 
and frock coat of the popular image, banking 
has progressed to a level of customer service 
and commercial risk taking at which Captain 
M ainwaring would stand aghast. 

I n this country we now have an industry which 
holds 30 per cent of the banking assets of the 
European U nion; directly serves 94 per cent of 
the population, through 100 million accounts; 
conducts 30 billion transactions a year; and 
supports small business to the tune of £500 for 
every person in the country. 

Increasingly throughout Europe and espe- 
cially the UK, customers will be able to use 
banking services 24 hours a day, 365 days a 
year; and there are more ways than ever to do 
this. The U K is way ahead of most of E urope, 
and others may learn from the way public 
debate in the U K is obsessed with the loss of 
branches and face to face contact. The real 
shock story in banking over the last few years 
is not branch closure but the explosion of alter- 
native ways of accessing your bank. 

Branches will continueto close, as they must if 
we are to recognise that many customers do 
not use or need them. Of course, some cus- 



4 • Section One 



tomers value face to face contact, much as they 
would still prefer to have their local corner 
shop and the church unlocked throughout the 
week. H owever banks cannot buck larger 
social trendsand at the same time remain com- 
petitive. I n fact, many of the external pressures 
placed on banks by public commentary, and 
sometimes by political agendas, actually run 
counter to customer demand and divert the 
progress of a thriving and progressive industry. 

N evertheless, there is a danger that the 'tyranny 
of the majority' will mean that a minority of 
people, usually on low incomes, could feel 
excluded from financial services. Even though 
the majority isvery large and compelling, social 
exclusion is a threat to the whole of society. 
Banks are responsible corporate citizens and 
want to play their part in helping governments, 
the rest of the private sector and the voluntary 
sector to solve these problems. 

Banks cannot solve those problems alone. 
Instead, I believe that the early decades of this 
century will see more partnerships between 
banks and other groups to produce solutions. 
Technology is also providing new products and 
access channels suited to delivering banking 
services to those on the lowest incomes. 

I n the U K we have an increasing variety of local 
schemes which are effective partnerships between 
local community groups and banks. The local 
groups provide the outreach into communities 
that do not feel banks are for them and the bank 
provides the back office administration and sup- 
port. These partnerships play to the strengths of 
each partner. A nd, because they are local, they are 
aimed at real needs and do not impose a single 
national solution on varying groups and differing 
areas. We have learnt through painful experience 
and proper research that there are no easy, magic 
solutions to combating the host of problems con- 
veniently bundled together under the heading of 
'social exclusion'. 

We also need to ensure that governments 
recognise that changes in the banking sector 
mean that 'traditional' banks cannot sustain the 
pressure of this extra burden as well as the 
increasing pressures from new competitors. To 
expect them to tacklesocial exclusion as well is 
not sustainable. 

Anyone who spends as much time with 
bankers as I do would be left in no doubt about 
how ferociously they competewith each other. 
A nd yet it is clear that this is not a perfect mar- 
ket anywhere in E urope. I n the U K costs are 



being driven down hard, which affects short 
term profits; but competition has not yet 
driven down prices uniformly in all markets. 
This is simply because there is only one real 
pre-condition for an effective competitive mar- 
ket place - customer demand reflected through 
a well informed and mobile customer base- we 
do not yet have this anywhere in Europe. 

Relationship banking is still deeply ingrained in 
the culture of both bank and customer. We say 
'my' bank but not 'my' supermarket or 'my' 
hardware store. This will change. N ew technol- 
ogy and a new generation of more critical cus- 
tomers will stretch old relationships to breaking 
point. We can see this most clearly in the U K 
mortgage market, where fierce competition is 
taking several forms. The re-mortgage market 
shows huge swings in market share, a wide range 
of tailor-made products, cut-throat pricing, and 
a huge volume of transfer business as customers 
shift from one supplier to another. Some 30 per 
cent of all mortgage applications are now trans- 
fers. This is mature competition in action. 

This level of competition will travel across the 
whole European market, carried partly by edu- 
cation but mainly by a swathe of aggressive 
new entrants leveraging off lower cost and new 
technology and a rising tide of critical and 
sophisticated customers who are ready to vote 
with their wallets. 

Banks will face extinction if they fail to evolvea 
competitive response. They built their payment 
systems on large networks, which acted as a bar- 
rier for new competitors. These are now notjust 
becoming obsolete but a source of competitive 
disadvantage. N ew entrants bear no responsi- 
bility for a branch network, yet can cream off 
the best customers; this is where competition 
may have become distorted. I n this brave new 
market, it no longer matters if you call yourself 
a bank: the survivors will be the players who 
apply new technologies in waysthat peoplefind 
most useful, and who foresee the changes in cus- 
tomer need. The story of banking will be the 
spread of new technology and new ways of get- 
ting access and new competition. 

So who will be the new entrants? I n the U K we 
have already seen 20 significant new entrants 
into the conventional banking market over the 
last two years. M any are financial services insti- 
tutions adding banking to their list of activities. 
But others, particularly supermarkets, aresimply 
building on an established consumer base and 
exploiting synergies around the till. thers, for 
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example Virgin, are diversifying on the basis of a 
trusted brand name. Banking is fast becoming 
one of a range of services which can be attached 
to any trusted brand. Why be just a bank? 

The other source of new competition will come 
from cross border takeover and gigantism. The 
most striking featureof thebanking market isthe 
tidal wave of mergers across the world creating 
ever larger organisations. The number of big 
banks merging has tripled in the past year. 
A mong the largest mergers in U S history in any 
industry, 10 occurred during 1998 and four of 
these occurred in banking. Europe is moving even 
faster - G ermany, France, A ustriaand Spain (and, 
of course, Switzerland) are all seeing mergers 
between two and even three of their top 10 
national banks. This should not surprise us: 
world-wide, there are too many banks chasing 
customers and in Europe we have the dynamic 
effect of a single currency and the potential for a 
pan- European banking market. For governments, 
the question is whether to encourage or resist. 

C ompanies merge to realise economies of scale, 
to diversify, and to create units which are more 
resistant to hostile takeover. It is not yet clear 
whether the current waveof bank mergerswill be 
a good thing for shareholders or genuinely add 
value. M ore importantly, will be bad for compe- 
tition and therefore the consumer? To answer 
that we need to look beyond national boundaries. 
Technology now enables customers to buy at a 
distance: look at A mazon.com, thefour-year-old 
internet bookshop which is already larger than 
WH Smith. I n future, public policy makers will 
have to judge the competitivity of mergers not in 
terms of their own domestic market but in the 
broad international market in which banks will 
become players. W ider choice and tougher com- 
petition are good for consumers. 

European bank mergers have, so far, remained 
largely within national boundaries. But this is 
only the first wave; on a world outlook, a far 
larger critical mass is needed to keep a low cost 
base and competitiveefficiency. For now, differ- 
ent European countries still have conflicting laws 
and business cultures: but markets will converge. 

GOVERN MENT 

W hat then is the role for governments? H ow 
can public policy best support the public 
interest? There are two dangers in public pol- 
icy intervention in markets. Either fast-moving 
markets will overwhelm a policy, making it 
obsolete: or poorly conceived rules will hobble 
the very services they are designed to support. 



Any government has a natural interest in 
maintaining a strong banking system, with cus- 
tomer safeguards. The trouble is, the banking 
sector is so vital to the economy that govern- 
ments are constantly tempted to try to treat it 
like a public utility even while they pay the 
most vigorous lip service to the importance of 
competitive markets. The role of government is 
to facilitate, notto design: atemptation neither 
the Commission nor individual governments 
will find it easy to resist during the evolution 
of the single currency. 

The problem in Europe is that the single cur- 
rency is an artificial construct and banking like 
other industries will need timeto develop to its 
new dynamic. There will be conflicting drivers. 
At one level policy makers may want to force 
the pace further and faster than market logic or 
economics would support. C ross border pay- 
ment mechanisms may be an example. At the 
other extreme individual countries may seek to 
perpetuate some of the protectionism which 
has frustrated the development of the single 
market in financial services. It will be essential 
to guard against protectionism masquerading 
as consumer protection. The key point is that 
new technology is obscuring current road 
maps, making any policy making hazardous. 
G overnment intervention stands to do as much 
harm as good. I n order to allow dynamism to 
flower in the banking and financial services 
sector, some risks are inevitable. 

The role for government is to set the broad 
rules, appoint a Regulator as referee, then get 
off the park and let the teams compete. I f the 
problem is defined as 'consumer choice' or 
'competition', the market dynamics are already 
in place to support these. Besides, attempts to 
set policy solely within national boundaries 
risk doing more harm than good. The banking 
of old may be dead but tomorrow's financial 
services are evolving before our eyes. 

Let me end with our own market. Because the 
U K leadstheworld in developing new financial 
processes and products, we are also among the 
first to acknowledge the problems of suprana- 
tional regulation which, this analysis suggests, 
sooner or later, all theworld'sgovernmentswill 
have to face. The U K is highly resourceful in 
developing new financial markets: that is why a 
third of the world's financial business is done 
there. We are extremely well placed to be at the 
forefront in shaping the future of financial ser- 
vices in E urope and across the world. 
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by 

Franqois Capber, 

Banque Populaire 
du Haut-Rhin 



A greater space for 

social banking 



BANKING IN 2020: A long-term forecast in this area seems a very ambitious idea 
to me. Remember, too, that the ideas coming from a co-operative banker will be 
influenced by the co-operative culture of his bank, insofar as any co-operative 
spirit still remains today! 
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If we look back at Europe 100 years ago, we 
see the early co-operative and mutualist move- 
ments at the end of the 19th and at the begin- 
ning of the 20th centuries; high liberal capital- 
ism, poverty and underemployment, usury... a 
good foundation for the creation of new social 
finance movements. If we look back at France 
20 years ago, we see a general attitude which 
considered banks public services. Perhaps we 
should start our projection today by asking 
what the potential customers of tomorrow can 
already expect from their banks. 

J udging from the services banks offer today, it 
seems very probable that the services on offer 
tomorrow will not be available to everyone. 
I nstead, they will serve a technological elite. E- 
commerceand I -credit will generate a category 
of people excluded for financial, intellectual or 
cultural reasons. This means, too, that the gap 
between people in employment and those out- 
side thejob market will widen further. 

BANKING IN 2020... 
OR BAN KS IN 2020? 

People with money are going to have a lot of 
choices, from the banks they choose to therel- 
ative merits of credit versus counselling, or 
safety versus risk. They can select advice tai- 
lored to the level of risk or banking sophistica- 
tion they want. Above all, they can choose the 
most appropriate service at the best prices. 
People who do not have money will have no 
access to any of this. I n an overbanked world, 
no bank will grant a low cost service or a free 
service for basic banking to those who are not 
in a position to demand minimal service. 



WILL BANKING IN 2020 
DIFFER FROM TODAY? 

n the one hand, commercial and co-operative 
banks are fighting and merging to maintain a 
place on the market place. n the other, the 
developing responses to unsolved social prob- 
lems should, paradoxically, interest these big 
market players. Can we bring these two areas 
together? 

A social answer to a social necessity only can 
comefrom two poles: governments or associa- 
tive initiatives. If it is associative initiatives, will 
they comefrom excluded peoplethemselvesor 
from various charities; are they sustainable, or 
who will sustain them? This approach is not 
necessarily pessimistic - on the contrary, it is a 
demonstration of faith in citizens' capacity to 
tackle the unavoidable increase of the social 
gap. The challenge is to continue making new 
social initiatives and responses. ne approach 
might beafederation of initiatives, ableto give 
the excluded as good a technical answer as the 
other banks give their 'ordinary' customers. 

One thing is certain: the ancient mutual and 
co-operative banks are now included in main- 
stream banking and are moving further every 
day from their original values. ne final chal- 
lenge is to find a replacement for these failing 
institutions which takes up their original role, 
and in so doing to re- find a new financial soli- 
darity on new values for the year 2020. 
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by 

Sir Adrian Cadbury, 

chairman, Aston 
Reinvestment Trust 



A vision of commun 



My vision of banking in 2020 is focused on the future of community finance 
initiatives along the lines of the Aston Reinvestment Trust (ART). Will there still be 
a place for such institutions, whose needs will they be catering for and how will 
they be affected by changes in the economic environment? 
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ART today serves individuals with worthwhile 
projects but without the resources to progress 
them; small businesses wishing to expand or to 
make their future more secure; and a range of 
third sector organisations aiming to develop their 
activities. Borrowers must haveasocial aswell as 
economic purpose; be unable to obtain funding 
through the conventional banking system; and 
have soundly based plans and projections. 

Will there still be potential borrowers in these 
three categories in 2020? The answer is cer- 
tainly yes. Will they still be excluded from 
mainstream bank borrowing? I think they will 
and that in fact the gap between bankable 
members of the community and the rest is 
likely to grow rather than diminish. 

We have to take account of three kinds of 
change- in markets, in technology and in soci- 
ety. The driving force reshaping markets is 
globalisation. This will mean that mainstream 
banking will increasingly become international 
and grow in scale - no place here for local 
branches with some autonomy. True, this will 
open up opportunities for smaller more spe- 
cialised private financial institutions, but they 
will want to attract clients who have resources, 
not those who lack them. 

The push from technology will be to do away 
with cash as far as is feasible. It will be possible 
to carry out all transactions by transfer of bal- 
ances or through rechargeable cash cards. While 
this will bring more people into the banking 
network, it will sharpen the divide between the 
'ins' and the 'outs'. This increased dependence 
on credit will putthosewho do not possess it at 
a significant disadvantage, and if personal judge- 
ments of probity and worth are largely over- 
taken by impersonal credit scoring systems they 
will have even less chance of access to it. The 
widespread useof the I nternet and of computer- 
driven networks will also play to the strengths 
of the better- educated. H owever, running a 
business can be a lonely existence, as many of 



ART'S borrowers know. Personal contacts will 
still continueto be essential in providing advice 
and encouragement to those managing small 
businesses, however smart computer support 
systems may become. 

What about social change? There will, I am 
sure, continue to be individuals with worth- 
while projects who are unableto borrow from 
mainstream banks. I would expect to see a 
growth in a variety of forms of micro-credit 
meeting the need for relatively small loans, and 
more publicly and privately financed spe- 
cialised start-up agencies. Nevertheless, indi- 
vidual borrowers will still seek the backing of 
A RT-type institutions. 

Social change will determine which small busi- 
nesses have the best chance of succeeding, but 
will not diminish demand from that quarter. 
This form of change will have its greatest impact 
is on the third, or voluntary sector. At present, 
wethink of work as paid employment and ajob 
as afull-timeoccupation, in spite of the growth 
of part-time posts. These distinctions will 
become increasingly blurred as we look ahead, 
and over the next 20 years I expect our defini- 
tion of work to change markedly. Individuals 
are likely to shift between paid and voluntary 
work during their careers and to combine the 
two. The importance of voluntary and not-for- 
profit organisations in a fast-moving, unsettled 
world will become more apparent than ever, and 
these organisations require a degree of freedom 
which is not compatible with dependency on 
local or central government funding. 

Thethird sector, as it grows in importance, will 
need access to finance to expand its activities 
and to adapt to meet the ever-changing 
demands of the communities it serves. At the 
same time, the people managing these organi- 
sations will have to accept that borrowing and 
a certain degree of financial risk will enable 
them to achieve far more than if they take a 
more restricted view of their capacities. 
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In my view, the need for community finance 
initiatives of the ART type in every urban cen- 
tre will be clearly established by 2020, occupy- 
ing a tier above micro-finance and below con- 
ventional banking in the financial structure. 
Their particular value will be in providing a 
local, personal network in a world of large- 
scale global institutions, primarily managed by 
systems and rules. H owever, there are several 
initiatives which would help turn my vision for 
this sector of banking into reality. 

First, governments at local, national and supra- 
national levels must start supporting the growth 
of this middle, community financial tier. The 
same applies to thetop tier banks, which could 
provide loan finance on acceptable terms, refer 
potential borrowers or makesecondments. I n a 
global world, there will be a strong focus on the 
social contribution of international companies 
to the communities which they serve, as well as 
on their return to their shareholders; their 
licence to operate, so to speak, may well 
depend on it. I n addition, it is in the interests of 
thetop tier banks to support institutions at the 
next layer down, some of whose customers 
today will be theirs tomorrow. 

Looking at the social scene more widely, two 
main developments would help to ensure my 
vision of the future. The key one is the spread 
of financial literacy and the encouragement of 
enterprise in schools. Traditionally, students 
havebeen encouraged to follow established pat- 
terns of employment rather than go their own 
way and make the most of their individual tal- 
ents, despite the opportunities for all kinds of 
new enterprises. N or arethey taught about the 
working of the economy and about how to get 
access to finance, business advice and support. 
(These sources of business advice and support 
will also need strengthening in their turn.) 

The second development is the move from 
grants to loans wherever possible. The problem 
with grants is that too often they lead to depen- 



dency and not to self-sufficiency. W hen a grant 
ceases, frequently the activity for which the 
grant was given ceases too. Loans need to be 
repaid and so they encourageforward planning 
and efficient management. 

With this kind of background support for 
community finance initiatives, I would expect 
to see them well established across the econ- 
omy by 2020. By then I will be 91, and no 
longer chairman of ART, but I will still be a 
member and I will still betaking a close inter- 
est in its fortunes! 
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by 

Simon Bale, 

Communities Organised 
for a Greater Bristol 



Can banking regulation reduce financial 

erstanding the signi 




Economic activity in large parts of Europe is struggling. Governmental actions to 
promote regeneration and job creation are widespread and sincere, but why, then, 
are there still neighbourhoods, whole regions, where governmental grants have 
no lasting effect. 



(1) i.e. exclusion 
from financial services 
on the basis of geography, 
postal code etc. 



Such is the problem of 'soft' financing - sub- 
sidised funds which struggleto be self-sustain- 
ing. A better approach isfor small and medium 
sized enterprises (SM E ) and community enter- 
prises to be treated in the same manner as the 
mainstream economy. This requires commit- 
ment from mainstream financial institutions 
such as banks to contribute to the financial 
activities of under served neighbourhoods and 
to provide appropriate financial services for 
fledgling community enterprises and SM E . 

This will not happen voluntarily. Banks are 
interested in short term success whereas eco- 
nomic regeneration is a long term goal. H ow 
then to get the banks working for regenera- 
tion? The answer lies in legislation which 
directs banks to get involved in reinvestment. 
But surely that is folly; surely there is nothing 
banks would fear more, and fight with greater 
strength, than a law which forces them to loan 
money to the poor and high risk individuals 
who suffer financial and economic exclusion? 
Superficially, banking regulation is not popular 
with the banks. But there are examples of leg- 
islation which has succeeded in bringing banks 
back to excluded communities and which has 
led to major economic renewal, improving the 
quality of life for many previously excluded 
people. This paper will focus on one well-doc- 
umented model: theCommunity Reinvestment 
Act (C RA) which operates in the U SA. 

RELEVANCE TO SOCIAL BANKING 

Socially responsible banking and investment is 
a hot topic in many parts of the EU . Social 
banking as a movement seeks to challenge the 
notion that banks and other financial institu- 
tions should only seek the highest possible 
return on their investments. M any banks con- 
tribute to social economic activity already 
through voluntary actions, support for projects 
and secondments. Yet, the only way to ensure 
long-term, robust commitment to socially 
responsible investment is through legislation. 



The ultimate form of this legislation must be 
negotiated appropriately, between the banks, 
the government and the communities who 
need better financial and economic activity. 

THE COMMUNITY REINVESTMENT 
ACT (CRA) IN AMERICA 

HISTORY OF CRA 

TheCRA was created in 1977 as a step towards 
outlawing the practice of red lining 1 poorer, 
largely Black or Latino communities in Amer- 
ican cities. The Act gave powers to the Federal 
banking regulators to obstruct commercial 
expansion of banks if their record of reinvest- 
ing in community building initiatives was not 
up to scratch. The meaning of 'up to scratch' 
continues to be the subject of much debate 
within both the community and banking sec- 
tors. The commitments banks make to the 
CRA are assessed by the Federal Reserve, the 
US equivalent to the Bank of England, and 
banks are given a score, from 1 to 4 (4 is best). 

The process began with "disclosure" - lenders 
were required to report the extent of their home 
mortgage agreements on a geographical basis. 
TheH omeM ortgageD isclosureAct (H M DA) 
was created in 1976, before the CRA, and 
served asthefoundation for this banking regu- 
lation. Without the vital information provided 
by the H M DA, it would have been impossible 
to identify the under-performing banks, and to 
subsequently hold them to account. At the end 
of the 1970s in America, homeownership sym- 
bolised a significant social improvement for 
many people. The vari able availabil ity of mort- 
gages was recognised as being very importantto 
the self interest of many A mericans, and could 
be used to galvanise people into action. H ow- 
ever, in spite of the information demonstrating 
that banks were guilty of so-called mortgage 
redlining, it took 17 years for effective CRA 
commitments to become translated into effec- 
tive community regeneration programmes. In 
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exclusion? 

ficance of C RA 



the 14 years to 1991, a total of $8 bn was com- 
mitted. From 1992 to April, 1998, the total rose 
to almost $400 bn 2 . However, commitment 
from banks and subsequently ensuring that the 
money is invested to bring about real changes 
are two very different issues, and much of the 
work of locally-focused community groups has 
been to hold banks to account for their grand 
commitments. 

As this paper is being written, the U S senate 
has passed a bill outlining changes to theC RA 
which will neuter its influence (the so-called 
'G ramm Bill'). The details can be found else- 
where 3 , but the changes will (a) release many 
smaller banks from the CRA altogether (i.e. 
banks with less than $100 m assets), and (b) 
would make it more difficult for under served 
communities to challenge C RA commitments 
from banks deemed to be 'satisfactory' or 
above by the Federal Reserve, the U S central 
bank. T hese changes are being fought by many 
community economic groups across the US, 
and it is a measure of the significance of the 
C RA that there is so much opposition to the 
G ramm Bill from affected communities. 

HOW AND WHY IT WORKS 

The Community Reinvestment Act works 
from the assumption that financial institutions 
do not willingly reinvest in the areas in which 
they are chartered. The C RA was devised and 
enacted in order to afford community organi- 
sations leverage over lenders which ignored or 
worked against their local communities. The 
basic premise for the C RA is: "although they 
are privately capitalised, banks and savings 
institutions are subject to an underlying char- 
ter obligation to serve banking needs of their 
local communities." 

Such a premise forms the quid pro quo for 
allowing banks and other financial sector 
organisations access to extensive government 
support (e.g. deposit insurance, Federal 



Reserve System). It also holds to account the 
federal banking supervisors who should 
already have been encouraging the practise of 
local reinvestment. 

Asa measure of their commitment, banks are 
rated according to their effectiveness in rein- 
vesting in poorer, or under served neighbour- 
hoods, from poor to good (a four point scale). 
I n effect, banks who score low will have more 
trouble when they want to do business such as 
mergers or acquisitions. 

The C RA model challenges this by constrain- 
ing the activity of banks. Itisboth acarrotand 
a stick. 

WHAT ARE THE BENEFITS? 

The C RA has benefited a wide range of com- 
munity regeneration in America. It has also 
benefited thefinancial service providers them- 
selves. This win-win situation is increasingly 
apparent as banks begin to regenerate not just 
the physical but also the economic features in 
under served neighbourhoods. The details of 
CRA profitability were investigated by Glenn 
Canner and Wayne Passmore in 1997 (Com- 
munity Reinvestment A ct and the Profitability 
of Mortgage-Oriented Banks). The work 
showed that there was no statistically signifi- 
cant difference in the profitability of banks that 
made lots of mortgages in low to moderate 
income neighbourhoods and low to moderate 
income borrowers from those banks that made 
few of these loans. In fact, they found that 
banks making lots of C RA-related loans to be 
a little more profitable. 

M uch more detail is available from the Wash- 
ington DC-based N ational Community Rein- 
vestment C oalition (N CRC) 4 ortheCentrefor 
C ommunity C hange, also in Washington. 



(2) In May, 1998, 
Citigroup and Travelers 
announced that their 
commitments resulting 
from their recent merger 
would top $115 bn which 
takes to total figure since 
1992 over $500 bn 



(3) National Community 
Reinvestment Coalition, 
733 15th Street, NW, Suite 
540, Washington, DC 
20005-2112, USA; Center 
For Community Change, 
1000 Wisconsin Avenue 
NW, Washington DC 
20007, USA 



(4) http://www.ncrc.org/ 
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Social problemsthe cra hasaddressed 

Housing. Single-family housing is the most 
common form of this sort of loan, although 
some commitments are made for multi-family 
accommodation. For example, in 1997, N C RC 
community partners negotiated a $75 bn com- 
mitment from Washington M utual. $50 bn of 
this was for single-family homes for minority 
groups. The other $25 bn was for borrowers 
with less than 80% of the area median income. 
These loans and commitments are only effec- 
tive, however, if the terms and conditions are 
affordable or suitable for low income or non- 
profit developers. For example, C ity of Ithaca, 
a community partner of the N CRC negotiated 
a 4% loan agreement with M and T Bank for 
low-income borrowers in New York. This 
amounted to a $3.7 m commitment. Similarly, 
some commitments have been made with the 
understanding that lenders will be more flexi- 
ble in their application of underwriting stan- 
dards for low income or minority groups (e.g. 
flexibility on credit or employment history). 
Other housing related commitments via the 
CRA cover areas such as housing co-opera- 
tives, mortgage insurance and down payments. 

BU SIN ESS AN D ECONOMIC DEVELOPMENT 

CRA commitments are becoming an increas- 
ingly importanttool for economic regeneration, 
with lenders working with community partners 
targeting, for example, small business, minority 
and women-owned enterprises. In 1995, theCal- 
ifornia Reinvestment Committee and theG reen- 
lining Institute (both N CRC partners) negoti- 
ated a commitment with the Wells Fargo Bank of 
San Francisco which agreed to devote mostof its 
$25 bn for small business development to very 
small businesses in the form of loans of less than 
$50,000. Similarly, the Pittsburgh Community 
Reinvestment Group worked with the Union 
N ational Bank which led to an agreement for 
$92 m to be committed to loans for small busi- 
nesses i n specific target areas over ei ght years. A s 
well as committing loans for small business 
development in underserved and minority areas, 
CRA commitments have also entailed agree- 
ments to providecounselling and technical assis- 
tance for economic renewal. 

CONSUMER LOANS 

W hilst this is not a major focus for the C RA, 
some community partners have negotiated 
agreements with lenders with similar commit- 
ments as those for home-ownership. These 
agreements, such as $6,210,000 from the U S 



Bancorp, have enabled low-income individuals 
to secure loans for home improvements and car 
purchase which would otherwise have been 
denied to them dueto redlining. 

FARM LOANS 

As with consumer loans, farm loans are only a 
minor aspect of CRA commitments, even 
though many small and family farms are, in 
effect, prone to redlining. Some examples of 
agreements include $16 m from the N orwest 
Bank in lowafor new agricultural loans, 50% of 
which was for farms of less than 500 acres and a 
commitment from the First C itizens Bank and 
Trust Company to develop programmes for 
meeting the credit needs of agricultural target 
groups with conventionally poor credit histories. 

BUILDING COMMUNITY CAPACITY 

TheC RA has been employed to strengthen and 
rebuild the non-profit sector in many commu- 
nities. This has included support for credit 
union development ($100,000 from the Banco 
de Ponce to the Union Settlement Federal 
Credit U nion at 5% interest for two years), sup- 
port for community development loans and 
loans for community development corpora- 
tions. Some of the agreements have involved 
grants rather than loans ($40,000 from First Cit- 
izens Banks and Trust Co., over 2 years for 
operating expenses for the N C Association of 
C ommunity D evelopment C orporations). 

BANKING SERVICES, BRANCH 
AND STAFF POLICIES 

Banking services, and access to credit werethe 
underlying issues which led to the creation of 
the CRA, and are fundamental to some key 
CRA commitments negotiated by a range of 
community organisations. The specific agree- 
ments illustrate some of the key difference 
between British and American banking sys- 
tems. For example, the Wells Fargo Bank of 
San Francisco's agreement to offer low-cost 
checking accounts (only $3.50/month com- 
pared with $4.50/month standard rate) is 
largely irrelevant in Britain whereaccountsare 
charge-free whilst in credit. However, other 
agreements are more relevant. For example, 
TheC ity of C level and negotiated an agreement 
with Society Bank which committed them to 
keeping full-service branches in twenty-three 
neighbourhoods for at least five years. Simi- 
larly, Wells Fargo agreed to maintaining branch 
offices and mini-branches in low-income 
neighbourhoods "to at least the same extent as 
[it] serves the general population". I n conjunc- 
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tion with these agreements, some banks have 
committed to training staff according to the 
credit needs of low-income communities. 

N EEDS ASSESSMENT, MARKETING 
AND OUTREACH, ACCOUNTABILITY 
TO THE COMMUNITY 

N eeds assessment agreements are often incor- 
porated into commitments to ensure that 
lenders are offering services and facilities which 
are appropriate to a community. Some agree- 
ments have also involved a commitment to 
advertise in low- income areas, and to design 
marketing strategies appropriately (Valley 
Bank , in 1992, committed to provide cultur- 
ally-sensitive marketing to all segments of the 
community, in this case including Spanish and 
Laotian residents). Marketing strategies have 
also been agreed for banks to advertise through 
community organisations which then receive 
payment for providing the service. Account- 
ability and liaison posts have been created to 
link a bank with the community, and review 
boards such as that created by the Delaware 
Community Reinvestment Action Council 
and the Wilmington savings Funds Society 
have an evaluatory and strategic role in devel- 
oping further C RA commitments. 

WHAT TH E BAN KS THINK 

Like any legislation, the C RA has its fair share 
of critics. The G ramm Bill is one manifestation 
of this opposition, and all legislation needs to be 
scrutinised at intervals to ensure it remains rel- 
evant to theprevailing economic climate. H ow- 
ever, in spite of the detractors, there are also 
banks and financial service providers who have 
seen the win- win benefits of greater investment 
in under served neighbourhoods, and have 
improved their effectiveness at the same timeas 
bringing renewed and sustainable prosperity to 
many poor and under served neighbourhoods. 

BRINGING THE CRA TO EUROPE 

ARGUMENTS AGAINST 
COMMUNITY REINVESTMENT 

Two basic barriersare raised when considering 
the creation of a C RA for E urope. 

First of all, the banking system in America is 
localised and provincial in a way not experi- 
enced this side of the Atlantic. This is changing. 
M oreand more banks are closing and becoming 
part of nationally-focused business, but on the 
whole, the principle of the C RA works because 
banks have a 'home'. I n Britain, for example, it 



would be very difficult to identify areas for 
LloydsTSB to be held to account; they are a 
national bank and they could argue that their 
'home' is the entire country. This would be too 
big an area to administer, the argument goes. 
A nd presumably, this would be an even bigger 
problem when considering EMU. 

Secondly, American welfare is different to 
E urope. C ulturally thecommunity/social bank- 
ing sector is geared up to deal with the oppor- 
tunities provided by theC RA . There is a history 
of community loan funds, of dealing with 'big 
money' unlike anything ever seen in Europe. 

PRE-REQ U ISITES FOR COMMUNITY 
REINVESTMENT 

Both of these barriersare real, but neither is 
insurmountable. 

The solution lies with the emergent social and 
community economic units exemplified by credit 
unions. Britain lags behind merest of Europe(and 
I reland in particular), but many of these projects 
are perfectly placed to benefit from greater 
accountability between banks and the communi- 
ties they should be serving. C ommunity enterprise 
isan increasingly effective means for regenerating 
poorer neighbourhoodsand theorganisationsthat 
promote and develop such initiatives should 
become 'mediators' in the social economy. 

Banks are national or global, butthis holdsfor 
A merica also. C itigroup is global but this did 
not stop it from committing $115 bn. The 
important factor is the existence of go- 
betweens, the community economic units, the 
loan funds, thecommunity reinvestment funds. 
The Delaware Valley Community Reinvest- 
ment Fund 5 , for example, began life in 1986 as 
a channel for CRA funds. 1 1 was then worth 
$10,000. I n 1998 it was worth $50 m. 1 1 exists 
solely to administer and distribute community 
development finance. Jeremy N owak, itsdirec- 
tor, acknowledges that theDVCRF would not 
exist without the CRA. Europe needs similar 
channels in order that reinvested funds can find 
their way to the most relevant uses. 

Fundamental to all of this is the cultural shift 
needed to embrace the potential which com- 
munity reinvestment demonstrates. The cur- 
rent British Labour government has pledged £5 
bn to the "N ew Deal" programmes for eco- 
nomic, social and commercial renewal in 
British cities. This is equivalent to one eighth 
of the CRA commitments made by banks 
alone in the USA (adjusted for population). 
This is an opportunity too big to ignore. 



(5) The Cast Iron Building, 

718 Arch Street, 

Suite 300 North, 

Philadelphia, 

PA 19106-1591, USA 



This study was 
made possible with 
the special support 
of the H einrich Boll 
Foundation. 
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the issue of legal structures 



Credal S.C. and ASBL. was created in the early eighties during the anti-apartheid campaign by a 
group of co-operators and two religious organisations who wanted to give their savings a 
meaningful and responsible purpose. The choice of co-operative status and consequent structural 
economic democracy, was clearly in line with the philosophy of the early promoters and still it. 



Credal 

place de TUniversite 16 
B-1348 Louvain-la-Neuve 
Belgium 
Tel. +32-10 48 33 50 
Fax 32-10 48 33 59 
Email: credal@skynet.be 



Credal is a Co-operative Society (S.C.) linked to 
a non-profit organisation (ASBL) that targets 
co-operatives and associations with a clear 
social added value(N B: Credal isnow startinga 
micro-finance scheme targeting unemployed 
individuals, a new area for the organisation). 

There are two sources of funds: Co-operative: 
Savings from co-operators who can be individ- 
uals and organisations and N on-profit associ- 
ations: donations from two ethical investment 
schemes run by two mainstream banks. The 
fund was set up in 1984 and currently manages 
5.5 million Euro. Its main instrument is the 
provision of below market interest loans 
(although Credal has recently started a social 
venture capital scheme). 

Thecostsof creating a co-operative society are 
low and the procedures are simple (it needs a 
simple notary act to register). The minimum 
capital required is an accessible 18,750 Euro. 
M embers may be changed without having to 
go through the cumbersome and costly proce- 
dure of publication in the Official Journal; a 
simple publication in thejournal of Co-oper- 
atives is sufficient. 

H owever, co-operatives are treated as commer- 
cial companies from a fiscal point of view. This 
exposes them to taxation on donations received 
and makes them ineligiblefor public subsidies. 
But this problem can be solved in Belgium by 
combining the co-operative with aan organisa- 
tion with non-commercial status, (an approach 
taken by all social finance organisations). 

CERTIFIED CO-OPERATIVES 

Co-operatives may obtain special certification 
(agreation) from the National Co-operative 
Council, which gives them certain advantages 
which are especially useful for credit co-oper- 
atives: 

- Raising capital: the main advantage for a 
financial organisation to use the certified co- 



operative status lies in the ease with which it 
can raise capital. As a "variable capital" 
organisation it is allowed to increase its capi- 
tal without any official notification - which is 
a strong contrast to what shareholding com- 
panies have to comply with. M ore specifically, 
no prospectus and hence no authorisation 
from the banking commission is required. 

- D ividends are not paid out of profits: cap- 
ital remuneration are treated as if it consisted 
of the remuneration of a loan. In other 
words, they are "administrative expenses" 
which are therefore not taxed in corporate 
income tax. 

- Tax privilege for co-operators: the first 125 
E uro of dividend income is exempt from the 
individual income tax (but not corporate 
income tax). 

RELATIO N S WITH 

THE BANKING COMMISSION 

C o-operatives are not financial organisations as 
such, therefore do notfall under thescrutiny of 
the Banking C ommission. The credit business 
is free of banking supervision, so long as it is 
practised out of "own funds", which co-oper- 
ative shares are considered to be. 

A clarification on this latter aspect was given in 
1997 when the Banking Commission investi- 
gated Credal to see whether it was illegally 
practising deposit management, for which a 
banking licence is required. The C ommission 
had found out that Credal had more than 
50 co-operators, the limit above which it con- 
siders the funds put in common to become 
deposits. The Banking Commission accepted 
however that co-operator's money would not 
be seen as deposits but as own funds, provided 
(1) that the prospectus of the co-operative was 
changed to make clear the money put in the co- 
operative was not deposits but shares (i.e. risk 
capital), and (2) that the co-operator's money 
be broken down into share units. 
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ropriate for social investment 



With the introduction of these changes, co- 
operatives are exempt from the control of the 
Banking C ommission, though a certain obser- 
vation from distance remains. 

As regards the credit business, the Belgian co- 
operative is more open than the traditional 
mutual form, allowing it to serve non- members 
including organisations (i.e. not individuals only). 

ADVANTAGES 

The Belgian co-operative statusallows 
it to reach out to specific target groups 

U nlike the traditional mutual status, the Bel- 
gian co-operative is not restricted to member 
service, but is allowed as a mutually owned 
organisation to servethird parties. This impor- 
tant characteristic makes it a useful tool to 
reach out to specific target groups, thereby 
enabling a real and active developmental 
approach which goes beyond any service to 
individual members. 

Theco-operativestatusisa means 

to practice and show economic democracy 

Asa member organisation, through specific 
participation structures, the co-operative struc- 
ture imposes economic democracy (one per- 
son, one vote). Theobjective focus, rather than 
savings focus, is strengthened by the fact that 
returns on shares are capped both legally and 
by the organisation itself (only the inflation 
loss is compensated at most in terms of return 
paid to investors). The absence of real return 
on capital, combined with the fact that the 
money is owned by co-operators creates a 
strong incentive for participation in practice. 

DISADVANTAGES 

Theco-operative society isdesigned for mutual 
profit. Therefore, a good separation of thecom- 
mercial and social functions of the organisation 
is necessary to avoid conflicts of interest. 



The social company - a new structure 
for social investment? 

The company with asocial objective is a status 
which was created recently in Belgium, with 
the idea of bridging the non profit world with 
the commercial one. It is a status which can be 
combined with any other organisational form. 
It imposes, among other things: 

- a complete transparency regarding source and 
use of funds 

- no return on capital (shareholders get their 
capital back at nominal value 

- profits may only be transmitted to companies 
of a similar nature 

rganisations using this status may in princi- 
ple engage as non-profits in commercial activ- 
ities (such as bidding for public works) while 
still benefiting from the support a non-profit 
organisation is entitled to. H owever, no regu- 
lation has so far been designed to define the 
kind and nature of support such non-profits 
could receive. In theory, however, such a sys- 
tem offers a legal structure that could avoid the 
necessity of having two different companies (a 
co-operative and a not-for-profit organisation) 
in the same group, simplifying administration 
and reducing costs. 
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The impact of demutualisatio 

on building societies' branch networks 



Across Europe, mutuals are competing with private commercial banks. The received wisdom 
is that mutuals serve the needs of consumers better than private banks, who also have to 
meet the needs of non-consumer shareholders. Mutuals have perhaps come under the most 
pressure in the U.K., with the building society structure in particular under pressure. Yet are 
building societies more proactive than banks in combating financial exclusion? 



Building Societies Association 
3 Savile Row 
London 
W1X 1AF 
UK 

Tel +44 20 7437 0665 
Fax +44 20 734 6416 
Web: www.bsa.org.uk 



Therearea number of reasons why they might 
be. The original 19th century societies pro- 
vided savings and home ownership facilities to 
people who could not go elsewhere. 

The contribution of British building societies to 
financial inclusion, by thebuilding societies asso- 
ciation, published in the building societies year- 
book for 1999, shows that converters have closed 
more branches than institutionsthat have chosen 
to remain mutual building societies. Converters 
closed 10.9 per cent (282) of their branches 
between 1995 and 1998, whereas the remaining 
mutual building societies closed only 7.9 per cent 
(227). I n addition, while building societies opened 
242 new branches between 1995 and 1998 (8.5 per 
cent of their 1995 base), the converters opened 
only 105 (4.1 per cent of their 1995 base). 

The geography of branch closures and open- 
ings is complex, reflecting the inherited sites of 
individual societies, theeffects of mergers, and 
differences in corporate strategies. The rela- 
tively few branches opened by converting 
organisations between 1995 and 1998 are closer 
together than those opened by building soci- 
eties. Converters closed over 70 branches in 
London, although no more than five in any 
other city; the study also shows a clustering of 
closures in smaller southern coastal towns. 
Building societies closed fewer branches in 
these areas but tended to close branches in 
major cities outside London. Interestingly, 
they also opened new branches in areas where 
converters closed. 

The second stage of the study compares changes 
in building society branches with changes in the 
major banks, over the same period. There is very 
clear evidence that building societies are less 
likely than other financial institutions to close 
branches in the most deprived areas. I n contrast, 
converters are the most likely institutions to 
focus their closures in these areas. Again, build- 
ing societies are plugging some of these gaps by 
opening new branches. 



The pressure towards demutualisation has 
caused the remaining building societies to re- 
evaluate the relevance of the mutual form of 
ownership. They are developing a 'new mutu- 
alism' which aims to make mutual ownership 
more meaningful and relevant to customers, 
and seeks to exploit the competitive advantage 
of mutual ownership. This has implicationsfor 
the branch network in thefuture. 

At one extreme are the 'commercial mutuals', 
which are predominantly among the larger and 
medium-sized building societies. They partic- 
ularly emphasise the advantages of not paying 
dividends to shareholders, and the need to 
build on this by minimising management 
expense ratios and costs more generally. 

Several chief executives of commercial mutuals 
argue that customers rely much less on face to 
face contact these days. A t the other end of the 
scale, 'social mutuals' tend to be smaller or 
medium- sized institutions, which either fit into 
a market niche or have a particularly strong 
local affinity. 

Social mutuals place a stronger emphasis on 
local community involvement and on schemes 
to combat financial exclusion. They are used 
by many people with smaller accounts and 
large numbers of low value transactions. 

C hief executives from social mutuals argue that 
the increasing complexity of many of the finan- 
cial products in the marketplace means cus- 
tomers need more advice and assistance than 
ever before. 

Although there is considerable speculation 
about the demise of the branch, much evidence 
indicates that the branch network will continue 
to be a significant means of delivering retail 
financial services, for at least the next decade. 
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TheN ational Communi 
C apital M odel 

The National Community Capital Association is a national membership organisation that 
represents 53 community development financial institutions (CDFIs). These CDFIs or social 
finance organisations provide financing to support economic opportunity (job creation), 
quality affordable housing, and community infrastructure (community facilities and essential 
social services) in economically disadvantaged urban and rural communities across the USA. 



Allyson Randolph, 
Director, External Affairs 
National Community 
Capital Association 
924 Cherry Street, 
Second Floor 
Philadelphia, 
PA19107USA 
Tel. +1 215 923 4754 
Email: 

Allysonr@communitycapital. org 
Web: 

www. communitycapital. org 



N ational Community Capital was created by a 
small group of CDFIs in 1986. Today, it pro- 
vides its members with fi nancing, training, con- 
sulting, and advocacy. A key lesson N ational 
Community Capital has learned is the impor- 
tance of focusing its often limited financial and 
human resources on those organisations that 
will have some benefit to the end users - dis- 
tressed communities. It measures effectiveness 
in a number of ways. Does the organisation 
have an active financing programme? Isit mak- 
ing loans? A re these loans being repaid? Does it 
have a clearly articulated mission? Is its lending 
in line with its stated mission? I s it known and 
respected within the community they are serv- 
ing? A focused investment of capital and capac- 
ity-building assistance to these organisations 
will yield vastly greater benefits for distressed 
communities than major investments of capital 
and other resources to non- performers. 

In 1998 N ational Community Capital distilled 
its extensive knowledge about the key indicators 
of C D FI success in a document 'Best Practices 
for CDFIs: Key Principles for Performance'. 

Create N ew Capital Resources 

N ational C ommunity Capital does this in two 
ways: directly, by managing a financing fund 
through which it makes low-cost, long-term 
loans to CDFIs on a performance basis: and 
indirectly, by leveraging capital into CDFIs 
from other sources. 

National Community Capital launched its 
CDFI financing programme in 1991 and cur- 
rently manages about $16 million. Large 
national institutions— primarily national foun- 
dations and national religious organisations - 
make loans to N ational Community Capital 
which it re-lends to CDFIs. Investors get a 
national distribution network for their com- 
munity development dollars and a national 
community development presence: the security 
of expert management: and a lower overall 
cost. The CDFIs also get access to extensive 
technical assistance as part of getting a loan. 



In 1993 National Community Capital began 
making equity grants- grants restricted to financ- 
ing- to help C DFIs build their financial strength 
and takeon additional lending risk. M any C D FI s 
arenow ableto recruit capital directly from large 
national foundations and national religious insti- 
tutional investors because of N ational Commu- 
nity Capital's efforts to build their financial and 
organisation strength. National Community 
Capital's advocacy efforts also resulted in the 
CDFI Fund — afederal programme that has pro- 
vided morethan $135 million, mostly in theform 
of equity, to CD FIs since 1995. 

This has opened the door to a number of other 
federal programmes and has raised the profile 
of CDFIs, making it easier to access capital 
from other sources. 

N ational Community Capital recently launched 
a new effort, CDFI Investor Services, which 
helps investorsevaluateC D FI investment oppor- 
tunities as well as financial vehicles for invest- 
ment. M aking community investing easier should 
leverage significant new capital into CDFIs. 

Build human capital 

N ational C ommunity C apital has long under- 
stood that human and organisational capacity 
should keep pace with financial growth. 
CDFIs now increasingly seek skilled financial 
service and other professionals. 

CONCLUSIONS 

At the end of 1998, National Community 
Capital Member CDFIs had provided more 
than $1.3 billion (cumulative) in financing in 
some the most distressed communities in the 
U S. Thisfinancing has helped create morethan 
86,000 unitsof housing and morethan 111,000 
jobs for poor Americans. N ational Commu- 
nity Capital financing had helped leverage an 
estimated $3.9 billion in additional capital into 
economically distressed communities. 
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ible M easures in E 



EU funding can be given in the form of grants, loans or guarantees. All community 
funding is channelled towards precise objectives and priorities. Most funding is 
not paid directly by the European Commission but via the national and regional 
authorities of the member states. 



Web: www.europa.eu.int 



Social finance organisations often depend on 
public funding during their first years, partic- 
ularly those with a local focus. H owever, pub- 
lic recognition of thesocial economy'sjob cre- 
ating potential is only beginning. Many social 
and environmental finance organisations do 
not fit immediately into the categories of eligi- 
bility for funding. Similarly, it is often unclear 
what measures (e.g. overheads, loan or guaran- 
tee fund capitalisation) are eligible. 

Community financial assistance can bedivided 
into three categories. 

STRUCTURAL FUNDS 

Structural operations, which are designed to 
increase social and economic cohesion, usually 
form part of a multi-annual plan drawn up by 
the Commission in partnership with the rele- 
vant national and regional authorities. The plan: 

- reflects priorities 

- sets out the measures required to achieve pri- 
ority objectives 

- indicates thefunding for each part of the var- 
ious programmes. 

Implementation of the programmes is super- 
vised by monitoring committees. Individuals, 
businesses and interest groups can apply to 
national or regional authorities or other desig- 
nated organisations for funding under one of 
the various programmes. All structural funding 
will be given in theform of grants to co-finance 
(25 to75 per cent) national or regional aid 
schemes. The appropriations for the funds in 
the new programming period 2000 to 2006 are 
195 billion EUR. 

The EU 's two main structural funds are the 
European Regional Development Fund 
(ERDF) and the European Social Fund (ESF). 
The E RDF focuses on productive and infras- 
tructure investment and developing endoge- 
nous potential (including 'improvement of 
access to finance and loans by creating and 



developing appropriate financing instru- 
ments'). The ESF focuses on the developing 
human resources (including 'development of 
new sources of employment, in particular in 
thesocial economy'). 

The funds are used qualitatively and quantita- 
tively according to theO bjective under which 
the region is classified. O bjective 1, with about 
70 per cent of the structural funds allocation, 
promotes the development and adjustment of 
regions whose per capita G D P is less than 75 
per cent of the C ommunity average. O bjective 
2 supports the economic and social conversion 
of areas facing structural difficulties. O bjective 
3, which applies outside O bjective 1, supports 
the adaptation and modernisation of policies 
and systems of education, training and 
employment. 

Community initiatives are much morefocused 
and limited in size.TheCommission conceives 
the programme, and member states have to 
work within that framework. They must be 
transnational, innovative, bottom-up in 
approach and based on local partnership. This 
makes them moreflexibleand better suited for 
N G O s and social finance organisations. 

An important requirement is a five per cent 
threshold for financing overhead costs when 
using money for a loan/guarantee/ equity fund 
capitalisation. 

The C ommission guidelines for the program- 
ming period 2000-2006 for the first time 
explicitly mentioned the social economy and 
its organisations as entitled to financial assis- 
tance. It will be interesting to see whether this 
produces any change. 
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SPECIFIC INTERVENTIONS AND 
PILOT PROJECTSTO STIMULATE 
RESEARCH AND DEVELOPMENT 

Through the European Commission, grants are 
given to various research, demonstration and 
dissemination projects which meet specific cri- 
teria. TheCommission often invites applications 
through calls published in theOfficial Journal of 
the European Communities. G rants are usually 
for a two year period and can cover between 50 
and 100 per cent of the costs. Theflexibi lity and 
the pilot character of the research programmes 
make them more suitable grants for grassroots 
movements than the structural funds. 

THE EUROPEAN INVESTMENT 
BANK (EIB)AND THE EUROPEAN 
INVESTMENT FUND (EIF) 

The El F (which is financed jointly by the Com- 
mission, the EIB and private financial institu- 
tions) and the E I B provide soft loans, guarantees 
and equity through financial intermediaries. 
They aim to support private investment to assist 
in financing trans-European network projects 
and to promote SIM Es' access to the financial 
markets. Loans and guarantees usually cover 50 
per cent of project costs. A Ithough start-ups are 
targeted, thefocus is mostly on businesses with 
a high growth potential. 

CRITICAL ISSUES 

While it is probably impossible for micro- 
credit initiatives in northern countries to exist 
without funding, public support does have its 
drawbacks. Programmes and incentives are 
often poorly designed, difficult to access or 
have less positive aspects. Is there really the 
institutional capacity to createor support, on a 
significant scale, something like a 'third way' 
or 'third system' banking? 



The biggest problem - particularly for smaller 
organisations- isthetimeittakesfor money to 
arrive, especially if they have negotiated match 
funding. The time scales of the social economy 
and the business sector are very different. 
A nother major problem concerns the deal flow 
- committed money has to be spent on a given 
date and cannot be reused. 

Finally, there is a strong argument for allowing 
interest rates to cover operational costs: in 
other words, to making loans available as well 
as grants. G rants tend to be short-term and 
unrepeatable. They can also create depen- 
dency and unrealistic expectations. Projects are 
sometimes designed to suit the requirements of 
thefunders rather than the needs of the people. 
By contrast, the process of applying for a loan, 
using the money and repaying it is educational 
and empowering. It promotes confidence and 
responsibility. 

G rants are appropriate for some uses and loans 
for others. M any social economy lenders insist 
on loans being used for productive purposes. 
Some would find it more helpful if structural 
funds money could be given in the form of 
guarantees. 



Strategy and Policy • 19 



by 



Paul Jones, 



Liverpool John Moores 
University 



Ensuring the development of the social 

the role of credit union trade 



THE INTERNATIONAL SCENE. Successful national credit union movements 
throughout the world, particularly in English speaking countries, are characterised 
by a strong, single support structure that is both able to represent credit unions 
nationally and provide them with the range of services and facilities they need. 



(1) Single national 
credit union support 
organisations are defined 
as bodies representing 
the vast majority of credit 
unions in their respective 
countries. There will 
always be some examples 
of credit unions not 
members of these 
organisations. 
(2) 'With results from a 
recently released, joint 
Republican-Democratic 
poll showing that credit 
union members now make 
up 41 per cent of the US 
electorate and 69 per cent 
of the "active" half 
of this number favour 
candidates who support 
credit union issues, 
CUNA is touting the 
78-million member-strong 
credit union community 
as a political force on a 
par with the American 
Association of Retired 
Persons and perhaps as 
a pivotal factor in tight 
elections. 
GM Corrigan, 
Credit Union Times, 
Front Page News Stories, 
found at 
www. cutimes.com 
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For example the Irish League of Credit 
U nions, to which nearly all I rish credit unions 
belong, provides both political and public rep- 
resentation for the I rish movement as well as 
support and business development services. 
The USC redit U nion N ational Association, 
the C redit Union C entral of C anada and the 
C redit U nion Services C orporation (A ustralia 
Ltd) provide the vast majority of individual 
credit unions in their respective countries with 
training, technical advice and consultation, 
marketing and promotion, research and devel- 
opment, standards for best practice, business 
systems, back office support, group purchas- 
ing, insurance and central financial facilities. 

Very early on in these and other successful 
credit union movements, single national credit 
union support organisations became collective 
advocates for credit unions and self-sufficient 
providers of services and facilities 1 . All these 
support organisations were established as co- 
operative enterprises owned and controlled by 
their member credit unions. I ndeed, a national 
support structure is the logical extension of the 
credit union ethos of co-operation and demo- 
cratic ownership. Just as individuals band 
together in the credit union to obtain collec- 
tively thefinancial services they cannot provide 
for themselves, individual credit unions co- 
operate through national support structures to 
obtain the external support they require. 

In addition, and perhaps more importantly, 
uniting in one national structure equips credit 
unions with a common voice both to promote 
themselves to the public and to deal with gov- 
ernment. With strength in numbers, they are 
able to protect their role within the economy 
by obtaining appropriate national legislation 
and regulation 2 . The result is a credit union 
movement which is secure and self-sustaining 
within an active and vibrant social economy. 



NATIONAL ASSOCIATION OF 

CO-OPERATIVE SAVINGS 

AND CREDIT UNIONS - POLAND 

A good example of a strong national support 
structure is to be found in Poland. Following 
the collapse of communism, a new credit 
union movement was organised with the sup- 
port of Solidarity and a single grant of about 
$4.5 million from the U S Agency for I nterna- 
tional Development. Funding concentrated on 
creating the N ational Association of C o-oper- 
ative Savings and C redit U nions (N A CSC U ). 
This body, owned and controlled by credit 
unions themselves, was ableto takethe lead in 
creating appropriate development and support 
facilities. J ust six years later, the Polish move- 
ment served over 300,000 members. This is a 
greater membership than has been achieved in 
Britain in over 25 years with a population four 
times larger than Poland's. Focused support 
and funding resulted in a strong, self-sufficient 
credit union movement, which no longer 
requires any subsidy and is capable of funding 
new credit union development itself. 

THE BRITISH EXPERIENCE 

I n Britain, support for credit unions nationally 
has been much more fragmented. Over the 
years, the credit union movement has seen the 
creation of several national trade associations 
as well as a myriad of local credit union devel- 
opment agencies. Despite the strength of indi- 
vidual organisations, this national disunity has 
contributed to a lack of focus and direction in 
the credit union movement. Different associa- 
tions and agencies have promoted different 
understandings about the nature and purpose 
of credit unions.They haveoperated to differ- 
ent personal and political agendas. Projects and 
initiatives, sponsored by different bodies, have 
often duplicated one another. At worst, they 
have been competitive and contradictory. 
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Different support bodies have taken varying 
messages and demands to government, fought 
over the same public subsidy and created con- 
fusion in themindsof politicians and regulators. 
In fact, recent research has indicated that the 
lack of one national support structure in Britain 
has been one of the key factors holding back the 
growth of credit unions in the country 3 . 

TRADE ASSOCIATIONS 

AND DEVELOPMENT AGENCIES 

IN BRITAIN 

By far the largest national support organisation 
in Britain is the Association of British C redit 
U nionsLtd (A BC U L). Its 468 affiliated credit 
unions represent 67 per cent of the 659 credit 
unions registered in Britain and, between 
them, they have 85 per cent of all British credit 
union members and hold 85 per cent of the 
total assets of the movement. Like its counter- 
parts in I reland, N orth A merica and A ustralia, 
A BC U L is a non-profit making co-operative 
trade association, owned and controlled by its 
member credit unions, and dedicated to serving 
their needs. The members elect a board of vol- 
untary directors who are responsible for the 
direction of the Association. perationally, it 
is managed by a 16 strong staff team. 

U ntil 1999 the second largest national trade 
association, in terms of membership, was the 
N ational Federation of C redit U nions Ltd. It 
represented about 150, mostly small, commu- 
nity, credit unions and was entirely organised 
by volunteers. As an organisation it proved not 
to be sustainable and was forced into voluntary 
liquidation. The two other smaller national 
trade associations are the Association of I nde- 
pendent Credit Unions Ltd and the Scottish 
League of C redit U nions Ltd, both of which 
areorganised on a voluntary basis. I n addition, 
a number of other very small groupings of 
credit unions operate without the full recogni- 
tion of government. 



In addition to trade associations, there are a 
number of regionally based credit union devel- 
opment agencies. They offer, like the trade 
associations, information, support, training 
and business development services to credit 
unions. Some, such as those in Birmingham, 
Strathclyde and Wales, are substantial organi- 
sations with significant resources and staff. 
They are grass-roots independent bodies, 
funded mainly through local government and 
other grants as well as their own income gen- 
eration and provide immediate, practical sup- 
port to their local credit unions. They are not 
usually owned and controlled by members; 
most credit unions served by development 
agencies are also members of one of the 
national trade associations. 

THE CENTRAL SERVIC ES 

RG AN I SAT 10 N 

1 n the summer of 1998, the G overnment set a 
up a Treasury Task Force with the remit to 
explore ways banks and building societies 
could work moreclosely with credit unions to 
increase their effectiveness and widen their 
range of services. The task force consisted of 
senior representatives from banks, building 
societies and the credit union movement - this 
is unusual, as in most countries banks would 
rather restrict the scope of credit union activity. 
It published its findings in July 1999, recom- 
mending a national Central Services rganisa- 
tion for all British credit unions: its report said 
'we were struck by the fact that, in countries 
where the credit union movement had grown 
substantially and successfully, it has invariably 
done so supported by a Central Services 
rganisation (C SO )'. 

A CSO is not an alternative trade association. 
It is a organisation, in some countries often a 
subsidiary of a trade association, equipped 
with the resources and personnel to provide 
the necessary technical and organisational 
development support that credit unions need. 



(3) 'Towards 

Sustainable Credit Union 
Development'. Report 
of the national research 
carried out by Liverpool 
John Moores University, 
the Association of British 
Credit Unions, the English 
Community Enterprise 
Partnership and The 
Co-operative Bank pic. 
March 1999. 

The document is available 
from ABCUL, Manchester, 
tel0161 832 3694. 
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Thetask force saw a British CSO covering: 

- back office processing to relieve volunteers of 
book-keeping and other essentially adminis- 
trative tasks 

- assistance with business planning, financial 
management, member financial education and 
marketing 

- a treasury management facility; assistance 
with product development 

- recycling surpluses from credit unions with 
an excessof savings to thosewith an excessof 
borrowers 

- back office processing for bill payments and 
other transactions services; support at each 

(4) idem development stage 4 . 

In countries with one strong single support 
structure, the CSO is often owned and con- 
trolled by the credit union movement itself. 
For Britain, thetask force recommended a sin- 
gle independent organisation, with the major- 
ity of the board from the credit union move- 
ment but with funding bodies (banks, building 
societies, local government) represented as 
well. C urrently, A BC U L is a key player, with 
banking representatives, on a development 
group looking at how the C SO can be estab- 
lished in practice and how it can meet the needs 
of credit unions. The CSO is probably the 
most exciting development on the British 
credit union scene at the moment. It will be a 
major development, bringing not only sub- 
stantial funding into the movement, but also 
the expertise and assistance of other financial 
organisations. 



SUPPORTING TH E SOCIAL 
FINANCIAL SECTION - 
A CONCLUDING REMARK 

C redit unions offer an important opportunity 
for ordinary peopleto work together for their 
mutual financial benefit. In many cases, they 
aretheonly financial institutions ableto access 
and to offer low-cost financial services to low 
income groups and deprived communities. 
They can only achieve their full potential, and 
serve the millions of people who need them, 
with the assistance of strong, national support 
organisations. This seems to be a world-wide 
experience. In Britain, the organisations with 
the potential to be these strong national struc- 
tures are the Association of British Credit 
U nionsLtd and the(yetto be established) Cen- 
tral Services rganisation. 
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Credit unions have become very fashionable at the moment in the UK. 
This is partly because banks are currently very unpopular - bank branch 
closures and charges to use ATMs have between them generated a lot of 
general and media hostility. 
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C redit unions, by contrast, are seen as organi- 
sations which exist for, and do well by, poor 
people. As banks focus increasingly on high- 
value customers and the number of small social 
local mutual providers reduces - not simply 
building societies but also bodies such as 
friendly societies - credit unions have moved 
into that gap in the market. 

H owever, there is a much wider role for credit 
unions and part of what is holding us back is this 
image of being a poor people's bank. The fact is 
that mutuality also offers hard financial advan- 
tages. C redit unions within theU K are financial 
co-operatives; members can borrow up to 2.5 
times the value of their savings. By law, they can 
offer dividendsof up to eight per cent on savings, 
and have a maximum interest of 12.68 per cent 
per year, including insurance. This makes them 
extremely good value for relatively small loans, 
compared with other financial institutions. To 
take just one comparison, one U K bank adver- 
tises loans for up to £999, with 18.7 per cent 
interest. This is without insurance, and only 
offers £500 minimum, compared with thesmaller 
amounts credit unions quite routinely lend. 

Although most loans are used for small-scale 
personal credit - home improvements, holidays, 
paying off credit card loans and so on - the 
common bond and peer pressure mean credit 
unions have much lower default levels than 
other forms of lending to small business. Even 
without the additional subsidies, reduced costs 
and tax advantages which are also available, the 
fact is that credit unions can offer a better deal 
than conventional banks. In the US and Aus- 
tralia, 25 per cent of the financially active pop- 
ulation belongs to a credit union, and many 
members get all financial services through them. 

M embership is even higher in I reland (48 per 
cent of the financially active population) and 
some Caribbean islands (over 50 per cent). In 
the U K , membership of credit unions is about 
280 thousand - 0.4 per cent of the financially 



active population. N othing excludes like exclu- 
sion; even poor people don't want to use a 
poor people's bank. In the US, by contrast, 
credit unions do well because they provide 
higher interest and cheaper loans, and that's 
what people know them for. 

The Association of British Credit Unions Ltd 
(ABCUL) is working with a number of local 
authorities to set up 'live or work' credit unions. 
Because these cover people who do not neces- 
sarily live in the area but do work in businesses 
there, they accrue the financial stability to lend 
to less financially secure people and enterprises. 
We are setting them up with the full infrastruc- 
turethey need, completewith support from local 
business; it is taking a lot of investment, but we 
plan to have these credit unions self-supporting 
within two years. We are treating credit unions 
as co-operative financial businesses. Attracting 
savings is a crucial part of this package, which is 
one reason why we are ensuring the whole pre- 
sentation is as fully professional as possible, to 
bring in money from people who could go to 
another financial institution. 

We are continuing this trend towards greater 
accessibility with the work wearedoing lobby- 
ing central government and the Financial Ser- 
vices Authority. We would like, among other 
things, longer repayment periods; a higher mem- 
bership limitfor individual credit unions; and to 
be able to offer different rates of dividend on dif- 
ferent accounts. I deally, this should mean we can 
eventually providefull current account facilities. 

C redit unions demonstrate that mutuality and 
co-operation can work and provide a better 
deal. At the moment, only a fraction of the U K 
population is taking advantage of that deal. 
Accessibility and popularity should help us 
attract the people who don't want a poor peo- 
ple's bank - but are doing very badly with the 
rich people's banks. 

Shaun Spiers has been ABC U L 
C hief Executive si nee O ctober 1999. 
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L iving outside bank status: 

G ret her st 

Background: Grether Ost, a limited liability company, is a self-organised, alternative 
project in Freiburg, southern Germany. It saves old factory buildings from demolition, 
and then creates living and working space for modest rents. Apart from economic 
considerations, environmentally sound construction is of great importance. 



Grether Ost 
Adlerstrasse 12 
79098 Freiburg 
Germany 
Tel. +44 761 24887 



Finance is based on many low interest direct 
credits from supporters who lend direct to the 
project. A credit contract lists the size and the 
length of the credit, the interest rate and the 
collateral. Although interest rates up to three 
per cent are not much lower than with many 
commercial savings accounts, investors are 
more interested in the fact money 'works' for 
social causes and not for banks. Grether Ost 
uses the money transparently, while space for 
living, working and childcare is saved from 
speculation and will beaffordablefor thefore- 
seeable future. Many investors do not claim 
i nterest at al I . 

Credit lengths are usually long term, but short 
term (from three months) lending is also wel- 
come. If personal circumstances suddenly 
change, money is usually paid back early. 
Grether Ost's non-profit character and low 
overhead costs ensure that the gap between 
lenders' and borrowers' interest rates is minimal. 
The direct credit volume is planned to be dm 4 
million. Credits are secured by rents amounting 
to dm 250,000 annually; the immovable property 
worth dm 4 million; and registering investors in 
the land register, which enables direct access to 
the property in case of insolvency. 

CRITICAL ISSUES 

H owever, the project was in great danger after 
it was declared illegal by the federal banking 
supervisory office (bfk). A Ithough G rether st 
has no aims to be a credit institution its activi- 
ties were suddenly termed 'banking'. Under 
EU banking regulation non-banks are not 
allowed to take deposits, and any application 
for bank status must meet minimum capital 
requirements. For about nine months, G rether 
Ost was not allowed to accept direct credits 
and was put on hold. 

I n J anuary 2000 the bfk brought the case to an 
end. There are no hurdles left for new direct 
credits for Grether Ost. Individual funders 



accept that their money will have the lowest 
refunding priority if the project runs into trou- 
ble, and i nvestments can only be paid back after 
all other liabilities have been met; this implies 
thattheinvestmentsareactually risk capital and 
not deposits. However, these 'VIP' liabilities 
represent less than half of the full number. 

CONCLUSION 

Grether Ost's popularity demonstrates that 
direct credit remains the most important financ- 
ing instrument for alternative projects and social 
initiatives. Following its "brush with the law" it 
has experienced continued demand for its prod- 
ucts and a rising demand for information. 

H owever, this example shows clearly the risks 
that organisations face in treading the narrow 
line between risk capital investment and 
deposit investments. Investors and organisa- 
tions who want to explore similar projects 
should be aware of the critical distinction 
between the two and be sure that they too 
should add a subordination clause, stating that 
the direct credits are in effect risk capital and 
cannot be reclaimed in all circumstances - this 
being one of the crucial distinctions between a 
risk investment and a deposit. 

The current regulatory framework across the 
EU does not distinguish at the level of ordi- 
nary people between "ignorant" investors, 
who to the regulator need maximum protec- 
tion and the "informed" investor, who might 
clearly know the risks associated with the kind 
of investment strategy they wish to pursue. I n 
this environment, the utmost care needs to be 
taken by social investment organisations in 
how they enable investors to invest in them. 
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on community economic development 



What are the ways organisations can help community economic 
development happen faster, and reach the ground more quickly, 
using the tool of social investment, without so much being siphoned 
off by intermediary levels? 



There are a number of potential approaches 
that can meet this need: 

FRONT OFFICE - BACK OFFICE 

Small social economy organisations have a real 
problem with cash flow under European fund- 
ing programmes in particular, with the grant 
chequesimply not coming in on time. Thecon- 
cept of a front office - back office system is to 
create thin intermediary structures to get 
money out. The front office is the part that 
deals with the customers, the back office deals 
with thefundraising.Theback office could be 
an organisation, or a partnership, that acts as a 
holding body for the European funding, pass- 
ing itoutin smaller, morehandle-ableamounts 
to bidding organisations. 

This approach can also be applied to financial 
organisations, and indeed is a major advantage 
of local social investment funds. It can be rela- 
tively easy to use, easy to run, and keeps 
bureaucracy off the backs of practitioners at a 
local level. 

These back office organisations need to be 
intelligent, subtle networked institutions, with 
a focus on long terms sustain ability. 

NETWORK CREDIT APPRO AC H ES 

These are structures that link together organi- 
sations and individuals in the local area, which 
can start from the grassroots up. Rather than 
requiring top down intervention to initiate 
them, the challenge is in finding loose, 
lightweight support systems to facilitate their 
growth and development. Network credit 
approaches take the approach of plugging the 
holes in a local economy, so that more wealth 
is generated and retained in the local economy, 
as opposed to the approach of finding more 
and more funds to put into an economy that 
rapidly leaks this wealth out. 



N etwork credit includes: 

- M icrocredit for microenterprises for start up 
capital for micro enterprises; 

- Social risk capital initiatives social economy 
focus; 

- LETS/ bartering systems; 

- Voucher schemes, actively used in Denmark 
for example, instead of DIY (do it yourself), 
"do it for others"; 

- C redit U nions. C reating alternative banking 
systems. 

The key is in the ability to mix money from 
different sources and funder types but to pre- 
sent a standard, understandablefinancial prod- 
uct to the user. H owever, working locally does 
not imply small scale. One example of what 
local agencies for the social economy in the 
microfinance/ microcredit field can achieveon 
a large scale is A D I E in France. A D I E creates 
many smaller microcredit operations across 
France at a local level, but runs at national level 
to get the scale of operation. Funduz M ikro, a 
Polish microcredit fund, operates across 
Poland with over 35 branch outlet and 12,000 
deals per year. Very few microcredit bodies 
operating at a local level can do that. H owever, 
mixing the local "front office" and national 
"back office" can combine the advantages of 
both levels into one organisation. 

CONCLUSION 

These two approaches, splitting thefront office 
(delivery) from the back office (fundraising) 
functions, and network credit approaches, 
offer ways of enabling large scale funders to 
engage with local economic development in 
rapid and effective ways. 
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Social A ccounting an 

in F inancial I nstitutions 

The area of social accounting and auditing developed throughout the 1990s, 
as companies and non-profit organisations took increasing responsibility for 
services traditionally delivered by the state. This brought in new calls for 
accountability in the private and voluntary sectors. 



Different forms of social accounting and audit- 
ing began emerging at the beginning of the 
1990s. The most notable form was pioneered 
by the N ew Economics Foundation and Traid- 
craft pic in the U K. Traidcraft is a company 
that buys crafts and food products from pro- 
ducers in Southern countries on the basis of 
'fair trade'. The company was looking for a 
measurement process that took it beyond 
financial performance to the social impact on 
its various stakeholders. 



Traidcraft produced a report based upon stake- 
holders' views, which was independently veri- 
fied by the New Economics Foundation, a 
non-profit organisation that promotes socially 
responsible approaches in the economy. 

The methodology of social auditing takes four 
basic building blocks: 

Stakeholder Dialogue. D ialogue (question- 
naires, interviews, group meetings) is central. 

lNDicATORS.Theindicatorsupon which perfor- 
mance is assessed are drawn from three sources: 
the objectives and policies of the organisation 
(what it says it is doing); the objectives of stake- 
holders (what they feel is important to include in 



the assessment); and wider social norms and reg- 
ulatory information (such as equal opportunities 
data). The indicators are therefore a mix of qual- 
itative and quantitative data. 

Verification. It is important that a third 
party independently verifies the process. This 
is analogousto financial accounting and audit- 
ing - the organisation does the accounting and 
an auditor checks the veracity of those 
accounts. 

Disclosure. The accounts are the result of a 
dialogue with stakeholders. They areowned by 
the stakeholders and must therefore be dis- 
closed to them. 

There are three main reasons why organisa- 
tions have undertaken social auditing: 

Values. Some organisations are based on a phi- 
losophy of social responsibility. They recognise 
the 'social good' that it does and can do, and 
express this through a process of social accounting. 

Strategies. It makes very good business sense 
to be explicit about a company's social objec- 
tives and impact. The ethical policies of the 
Co-operative Bank, for instance, are central to 
its success as a business (see below). 

Pressure. rganisations which areunder pres- 
sure from external groups (such as social cam- 
paigners) use social accounting as a risk man- 
agement tool. In this way a company can 
attempt to get closer to its stakeholders and so 
bridge any gaps between perception and reality. 

RELEVANCE OF SOCIAL 
ACCOUNTING AND AUDITING 
TO SOCIAL BANKING 

Social responsibility isthereason why banking 
institutions exist They are trying to break the 
mould of doing business that mainstream 
banks have taken. Social accounting offers a 
way to express and account for their values. 



What is Social Accounting 
and Auditing? 

Social accounting and auditing is the 
assessment of an organisation's social per- 
formance in relation to its aims and those 
of its stakeholders. Social performance 
means its relationship with its stakehold- 
ers. Stakeholders are all those who affect 
or are affected by the activities of the 
organisation. A stakeholder approach is 
used in order to understand better the dif- 
ferent sets of relationships that make up an 
organisation, how they inter-relate and 
how they conflict. 
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Strategically it also makes very good business 
and commercial sense to take a holistic 
approach to performance measurement. I nsti- 
tutions which are aware of the different per- 
ceptions of financial institutions are be better 
placed to make the all-important trade-offs in 
decision-making. 

Finally, the increasing pressure put upon the 
mainstream banks (such as proposals for a 
Community Reinvestment Act in the UK), 
makes it particularly important to disclose 
about investment in communities and the 
impact of downsizing on their stakeholders. 

CASE STUDIES 

The Co-operative Bank (U K) (a more detailed 
commentary on the Cooperative Bank report is 
included in the practice section) 

The C o-operative Bank pic approach to social 
accounting and auditing has been encapsulated 
in its Partnership Report. The bank is well 
known in theU K for its explicit ethical policies 
and during the mid-1990s developed stake- 
holder policies as a basis for partnership 
reporting. (The bank uses the term partners 
rather than stakeholders, which reflects its 
view of working in partnership with those var- 
ious people and organisations involved in the 
business.) 



The Co-operative 
Bank's Partners 

Shareholders; customers; staff and their 
families; suppliers; local communities; 
national and international society; and past 
and future generations. 



The bank sees social accounting and auditing as 
an expression of its values and as a way of liv- 
ing up to those values in a collaborative way 
based on partnership. 



The second Partnership Report (1998), has 
been explicit about what the Co-operative 
Bank has learned and what changes it has made 
in response to partners' views of its perfor- 
mance. The process is externally verified by an 
external company, and it is made clear as to 
whether it has achieved its targets. Peoplefrom 
other organisations may also comment on a 
particular aspect of performance; for example, 
the C entrefor Tomorrow's Company (a lead- 
ing organisation in the area of social responsi- 
bility) comments on the extent to which value 
is delivered to the various partners. 

I n addition, the bank takes a very strong eco- 
logical stance and reports on its performance 
using the methodology of the N atural Step (see 
below for details). 

On the whole the Co-operative Bank's 
approach is a very important model for the 
larger mainstream banks, and partly comple- 
ments the approach of our next case study. 

VANCOUVER CITY SAVINGS 
CREDIT UNION (CANADA) 

VanC ity is the largest credit union in C anada 
and has reported on its social performance for 
a number of years. I n 1997 it produced its first 
externally verified social report. 

The Chairperson explains: 'In an age of 
increased competition and marketplaceglobali- 
sation, management tools are necessary to 
ensure that social and environmental valuesare 
not traded in for higher profitabi I ity. T his soci al 
report provides VanC ity with some of the infor- 
mation we need to track and set benchmarksfor 
social performance. 1 1 also providesa barometer 
to measure how well VanC ity is meeting its 
commitment to corporate responsibility.' 

The VanC ity Social Report 1997 is a nicely laid 
out report that takes into consideration its var- 
ious stakeholder's views, and likethatof the Co- 
operative Bank, setsout its future commitments. 
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Example of VanC ity's future 
commitments to its staff 

Increase overall staff satisfaction from 76 per 
cent to a minimum of 85 per cent by 1999 
(90 per cent by 2001); complete and implement 
compensation redesign (including flexible ben- 
efits); develop and implement a communica- 
tion strategy for staff, including a system to 
improve employees' access to the information 
they need to make work-related decisions; 
increase the percentage of staff who say they 
receive the information they need to do their 
job to a minimum of 80 per cent and those who 
say they receive straightforward messages 
about what's important to 75 per cent (by 
2001); develop and implement an employee 
transition policy to cover technological and 
organisational changes; ensure that policies 
dealing with discrimination, harassment, and 
wrong-doing in the workplace are adequate 
and well-communicated to staff (by 1999). 

SBN BAN K: ETH ICAL 
ACCOUNTING STATEMENT 

SBN Bank isthe seventh largest bank in Den- 
mark. L ike many organisations in Scandinavia 
it has been carrying out 'ethical accounting' for 
a number of years. 

Ethical accounting also includes a process of dia- 
logue with stakeholders (in SBN 's case of cus- 
tomers, no n- customers, employees, and share- 
holders), but it does not involve external 
verification. H owever, with the introduction of an 
internationally recognised standard in this field 
(A A 1000 - see below), this approach is changing. 

One important element of this approach is 
'dialogue circles'. A t the end of the accounting 
process a series of meetings with stakeholder 
groups discuss the year's results. This offers a 
very important learning process, and involves a 
greater number of people in the decision-mak- 
ing and governance processes. There are even 
'Hip Hoppers in dialogue circles', who are 
young people between the ages of 14 and 18. 



Other examples 

An increasing number of financial institutions 
are undertaking social accounting and auditing, 
two of which are worth mentioning. 

The N atWest Bank in the U K has been one of 
the leading mainstream banks to support and 
be involved in community finance. It has 
recently published its 'Social Impact Review', 
which is a review (not an audit) of various 
aspects of its social performance. A Ithough it is 
'their words only' (with a little commentary 
from people such as environmental campaign- 
ers) it is an interesting first step. 

Zurich Financial Services is a recently merged 
group of companies. 1 1 has a C ommunity Trust 
that recently published its first set of social 
accounts (Allied Dunbar Staff Charity Fund 
and India Programme had previously carried 
out social accounting processes). A Ithough this 
does not cover the company, it is externally 
audited and is hopefully an important step 
towards the company itself being more open 
about its social performance. 

ADDITIONAL INFORMATION 
AND CONTACTS 

The Institute of Social and 
Ethical Accountability (ISEA). 

This isthe professional body developing 
standards and approaches to social account- 
ing and auditing. It has recently published a 
social accountability standard (A A 1000). 
C ontact: I SEA , Thrale H ouse, 
44-46 Southwark Street, 
London SE11UN, UK 
Tel. +44(0)20 7407 7370 
Fax +44 (0)20 7407 7383 
Email: Secretariat@A ccountability.org.uk; 
Website: www.AccountA bility.org.uk 
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Local venture capital: 

how to bring equity to social businesses 



Equity is important for business creation. It aims to cover both long term investment 
(buildings, equipment, etc) and an element of rolling assets. However, although social finance 
has been very innovative and has increased its impact over the past years, very few social 
finance instruments provide equities to local social businesses in Europe. 



Federation des CIGALES 
Mrs Ch. Bouchard 
Mr Jacques Duguerra 
61 rue Victor Hugo 
F-93500 Pantin 
Tel. +33-1 49 91 90 91 
Fax +33-1 49 91 90 91 
Email: cigale@neuronnexion. fr 



Social local venture capital has a positive social 
impact - job creation, social inclusion, local 
development, and so on - but it is not easy to 
develop. 

To understand why social local venture capital 
is an exception among social finance instru- 
ments, we need to compare it with loans, guar- 
antees, and i nterest-f ree loans. T here are several 
notable differences: 

- people who invest in a business own any added 
value, financial or social, the business creates; 
and if it closes down, they lose their invest- 
ment. This is very different from credit or 
guarantee schemes, wherethefinancial institu- 
tion is more a service provider than a partner. 

- shareholders follow the business on a long 
term basis. There is no speculation in invest- 
ing in a micro-enterprise; it is almost impos- 
sible to sell shares in the first three years of 
activity. A social capital institution monitors 
its portfolio with criteria that are more 
focused on the project's long term viability 

- savers in local social funds have more control 
over their savings and become more involved 
in what happens to them. This local partici- 
pation promotes economic democracy. 

- the remuneration of a local social capital fund 
is usually not paid by the entrepreneur it 
finances. Asa shareholder the social capital 
fund can receive a bonus - if there are some 
profits and there is general agreement to do so 
- but this very rarely happens in the first few 
years. In some cases, such as participative 
loans, the social capital fund receives an inter- 
est, but it is a low rate and most of the time it 
is linked to any profits. Generally the only 
financial revenuethefund acquiresisby selling 
its shares at a higher price, and this depends on 
the market rather than the entrepreneur. 

- by bringing equity, a fund has also property 
rights in the business. This means public 
authorities cannot create such funds as it 
would amount to a kind of nationalisation 



- once an investment has been made, it is 
impossibleto usethecapital invested for sev- 
eral years. This means local social capital 
funds finance projects. Loan and guarantee 
funds have a better leverage effect. 

- investment in equities has not been developed 
much in Europe. The venture capital is per- 
ceived as too complicated and reserved to 'cap- 
italists'. It is already difficult for governments 
to convince small savers to enter the stock mar- 
ket; it is even more difficult to convince them 
to do it as a form of social investment. 

The viability of a local social capital fund can 
only be measured after three to fiveyears. D ur- 
ing the first years the fund will have a greater or 
smaller deficit, depending on how far volunteer 
management reduces the administrative cost. 

HOW CAN LOCAL SOCIAL 
CAPITAL BE DEVELOPED? 

A co-ordinated policy should include: 

- general recognition that equity is necessary 
for small business creation 

- social savings funds providing the savings 
needed to capitalise small businesses selected 
on social criteria. These funds could beset up 
by associations and trades unions, possibly 
with co-funding from public authorities. 
They will require technical skills to set up and 
manage them, as well as information work 

- involvement and control for individual savers, 
through managing the fund, deciding selec- 
tion criteria and monitoring the selected pro- 
jects 

- funding and/or volunteers to cover adminis- 
trative costs 

- professional management and evaluation 

- complementary instruments: guaranteefunds 
on equities to reduce losses on share selling, 
and social stock exchange markets to increase 
the portfolios' liquidity 

- tax benefits for social savers. 
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Social I n vesting in I reland 



There are a number of social investors currently active in Ireland 
- some have been created within the public sector, others have their origins 
in the community and voluntary sector and one is an initiative of the 
country's roman catholic religious orders. 



Irish Social Finance Centre 
10 Grattan Crescent 
Inchicore, Dublin 8 
Ireland 
tel: +353 1 453 1861 
fax: +353 1 453 1862 



M ost of the social investing that has occurred 
to date has been directed toward three objec- 
tives - enterprise development in general, 
community development in general and micro- 
finance in marginalised situations. It is worth 
noting that the enterprises and projects in 
which they invest almost always rely on a sig- 
nificant element of grant aid as well as social 
investment. 

Enterprise I reland is the national government 
agency with the overall remit to support busi- 
ness development in Ireland and it does so 
through a mix of grant aid and venture capital. 
The department of tourism is an important 
source of grant aid to community enterprises 
and projects, particularly in rural areas. Three 
international funds - the international fund for 
Ireland, the Ireland fund and the European 
union's peace and reconciliation fund - arealso 
important sources of grant aid for private and 
community projects and enterprises. At the 
local level every county maintains an enterprise 
board that provides grants to new enterprises. 

GROWTH AND DEVELOPMENT 

Government-based social investors 

Two statutory agencies in particular - enter- 
prise I reland and udaras na gaelteachta - have 
been involved in enterprise support for over 
two decades. Often the investment provided 
by these agencies istwinned with grant support 
that they have also provided and is in turn 
leveraged as part of an overall finance package 
that includes components from smaller social 
investors and mainstream financial institu- 
tions. E nterprise I reland operates a number of 
designated venture capital funds in conjunction 
with the European union and local private and 
voluntary sector partners. Udaras na gael- 
teachta provides both grant aid and venture 
capital to enterprises in areas where Irish is 
spoken asthefirst language. 



At the regional level the western development 
commission investment fund is an example of 
social investing that has developed in the past 
few years in direct response to the pattern of 
unemployment, emigration and depopulation. 
The commission's investment fund receives 
monies from national government and the E U 
and invests through loans and shares in com- 
munity and private enterprises located in 17 
counties in the west of I reland. 

Voluntary sector social investors 

The first voluntary initiative of the 1990s was 
first step. This voluntary organisation provides 
no interest loans and mentoring to start up pri- 
vate sector enterprises. It is a vehicle through 
which mainstream financial institutions can 
deal with 'non-bankable' enterprises: thefinan- 
cial institution makes available a fund that first 
step inturn lendson.Theorganisation was also 
successful in obtaining specific taxation legis- 
lation that enables businesses to deduct contri- 
butions to first step. The small enterprise seed 
fund was established in 1995 to attract invest- 
ment into the small business sector - particu- 
larly to early stage companies. The fund raises 
monies through annual public offerings and to 
date has invested in about 20 enterprises. A 
somewhat similar fund, the Irish business 
innovation centres seed capital fund, was estab- 
lished in 1999 with an initial capital sum of 
ir£1.5 million. The initial capital was con- 
tributed equally by private sector supporters 
and enterprise I reland. 

Community-based social investors 

A number of the local partnership companies 
mentioned above have established very small 
micro-finance funds with finance from gov- 
ernment, larger social investors and main- 
stream banks. The Tallaght Trust is a local 
micro-finance fund that was created in a large, 
marginalised, urban satellite of Dublin to sup- 
port enterprise development in that locality 
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Religious community 

The credo fund was set up in 1996 to enable 
religious orders to allocate a portion of their 
investment funds to socially responsible invest- 
ing. The fund has invested in various commu- 
nity development projects such as cultural, 
enterprise and heritage centres, local property 
development companies and community busi- 
nesses. It has also provided micro-finance to 
individual enterprises in the private sector and 
social economy. 

CRITICAL ISSUES 

I rish social investors have experienced varying 
success in engaging and forming partnership 
arrangements with mainstream financial insti- 
tutions. W hilefirst step has enjoyed close sup- 
port from the bank of Ireland in particular, 
other social investors interact with commercial 
banks much more haphazardly. ne of the 
issues facing these investors is the need for a 
co-ordinated and integrated strategy for engag- 
ing mainstream financial institutions. 

Projects seeking social finance and smaller 
social investors attempting to leverage their 
modest funds find it difficult to co-ordinate 
several finance sources effectively. They need 
an agreed procedure for working with funding 
consortia. 

M ost experienced social investment practition- 
ers will agree that the finance provided to 
micro-enterprises is only effective if it is sup- 
plemented with financial and administrative 
management support. While this is available 
from numerous sources, it tends to be time 
limited, relatively low level and contract based 
rather than senior expertise delivered on a 
stakeholder basis. 

I rel and 's financial and investment legislation and 
regulation takes no account of socially respon- 
sible investing. As a consequence smaller social 
investors incur disproportionate costs in order 



to comply with relevant regulation. In some 
cases, such as the credo fund, social investors 
have had to change their structure fundamen- 
tally in order to avoid regulatory restrictions. 

In an effort to address the issues described 
above and promote the development of social 
investing in Ireland a number of practitioners 
have recently established the I rish social invest- 
ment forum. H opefully this new organisation 
will becomeavehiclethrough which several of 
the issues described above can be addressed. 
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C ase for Tax C redits fi 



Governments often encourage particular types of investing and saving through the tax regime. 
In 1999, the UK government announced plans to encourage investment in science research 
for enterprises, through a tax credit. In 2000, the UK Social Investment Forum (UKSIF) 
is campaigning for tax relief for investment in social lending, Community Finance Tax Credit. 



UK Social Investment Forum 
Holywell Centre 
1 Phlpp Street 
London 
UK 

Tel +44 20 77 494 880 
Fax +44 20 77 494 881 
Email: laura.noble@uksif.org 
Web: www.uksif.org 



Thecampaign was taken to the U K Parliament 
atthestartof the year. Tony Colman M P, chair 
of the All-Party Parliamentary Group on 
Socially Responsible Investment, presented a 
Private Bill, entitled the Community Finance 
Tax C redit Bill. The bill, although it had very 
little chance of becoming law, did give an 
opportunity to present the case to the G overn- 
ment and other M embers of Parliament. 

The proposed legislation would stimulate the 
Community Finance I nitiatives (C Fl s) the U K 
G overnment is keen to support. C Fl s seek to 
match a businesslike or private sector approach 
to lending with public sector or not for profit 
motivation. They usually providean additional 
source of finance, many as a lender of last 
resort, seeking to fill financing gaps that reflect 
economic and social disadvantage. 

Tony Colman took up thecasefor tax relief for 
C Flsafter it was raised in a report published by 
the G overnment's finance department, theTrea- 
sury. The report, 'Enterprise and Social Exclu- 
sion', recommended that the Treasury and 
Inland Revenue should examine tax relief for 
CFIs. It also resulted in a £30 million support 
programme for enterprise in deprived commu- 
nities, which will include a £12 million challenge 
fund for C Fl s. H owever asM r Colman pointed 
out in his speech to Parliament, this does not 
lever in the potentially huge resource of private 
investors. H e told M Ps 'We currently offer tax 
relief to thosewho invest in enterprisefor per- 
sonal profit and we offer tax efficient giving to 
charitable causes but as yet we give no tax rel ief 
to the investors for social purposes.' 

I n preparing thecasefor tax relief in theU K for 
social investors, U K SI F hasdrawn on theexpe- 
rience of other countries. N etherlands, for 
example has a very successful tax credit scheme 
for green funds. Since its launch injanuary 1995, 
six banks have introduced green funds which 
have a combined fund volume 1 billion Euros. 



The Dutch model offers a tax exemption for 
private investors on the interest or dividend 
they receive from the green investment funds. 
The funds are regulated by the D utch Central 
Bank and have to invest at least 70 per cent in 
recognised green projects. The objective is to 
make low interest loans available to the green 
sector. Green funds pay out net dividend or 
interest. The investors pay no tax on this 
income and, consequently, accept a relatively 
low return on their investment. This results in 
a supply of low cost funds for the green funds 
which forms the basis for providing green 
loans at favourable interest rates. 

The scheme is considered a great success by the 
Dutch Government. It fulfils its objective by 
reducing the financial burden for green pro- 
jects while attracting a large public to thefield 
of green investment. 

The U S operates several tax credit models tar- 
geted at enterprise support in deprived com- 
munities. The Low Income Housing Tax 
Credit was introduced with the Tax Reform 
Act of 1986. This tax credit was based on the 
principle that the most efficient way to make 
use of public funds was to promote private 
investment rather than give direct cash outlays. 
The tax credit is cited as the main stimulus for 
funding 80,000 to 100,000 units annually and 
more than $1.8 billion a year in related wages. 

More recently the Community Development 
Corporations Tax Credit was targeted at 20 
Community Development Corporations 
across the U SA . Each corporation was eligible 
to receive up to $2 million in private sector 
investments encouraged by the favourable tax 
regime. The credit has now raised $20 million. 

A new tax credit is now being proposed in 
President C linton's budget proposal for 2001: 
the New M arketsTax C redit. Such a tax credit 
would offer a 25 per cent tax credit of the 
amount invested over fiveyears in community 
development organisations. 
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The tax credit would apply to equity and other 
forms of patient capital, and is designed to 
encourage $15 billion in private sector invest- 
ment for business growth in low and moderate 
income rural and urban communities. 

n the other side of the Atlantic the I rish G ov- 
ernment has written a special clause into its 
finance bill. This clause gives tax relief on 
money donated by corporate businesses to 
First Step, an organisation which helps people 
move into self-employment from benefits. It 
has levered in significant funding from the 
Bank of I reland to the project. 

Back in the U K , U KSI F believes a tax credit 
would be a very efficient model for levering in 
private finance to community lending, and that 
people are prepared to lend or invest much 
greater volumes than they areableto give. For 
example investors in the Sheffield E mployment 
Bond lent up to 10 times more than they would 
have felt able to give. N atWest Bank's market 
research for its own community bond also 
found that customers who would consider 
investing in a community bond rose from 18 
per cent to 31 per cent with the introduction of 
tax relief. 

The model which U K SI F is presenting to the 
government would offer a 25 per cent tax relief 
on the sum invested in a CFI. The money 
would be granted to the C Fl which would be 
free either to retain the money or to distribute 
some back to the investor. 

We believe that the tax credit offers the U K 
G overnment the opportunity to act as a cata- 
lyst to the development of social investing in 
the U K . ver the coming year U K SI F will 
continue to press for a tax system which recog- 
nises the potential of private investing in com- 
munity finance. 
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The ED EN scheme 

Since it was established in 1977, the French system of aid for unemployed 
people wanting to create or take over businesses has undergone several reforms. 
One of the most recent is the 'Encouragement au Developpement 
d'Entreprises Nouvelles' (EDEN). 



EFICEA 
Mr Erwan Bothorel 
& Mr Cyrille Rollinde 
7 rue Domremy 
F- 75013 Paris 
France 

Tel +33 1 53 94 78 70 
Fax +33 1 53 94 78 71 
Email: eficea@worldnet.fr 
Web: www.globenet.org/eficea 



Thishelpsyoung peopleand peopleon income 
support get access to bank loans through 
repayable loans, which provide 'leverage' for 
other financing, and also offers management 
assistance during the first years of the com- 
pany's activity. 

Loans range from 40,000 francs for a one- per- 
son enterprise, up to 500,000 for a management 
buy-out to rescue a company in difficulty. 
They can be for up to five years, with a maxi- 
mum grace period of 18 months, and must be 
matched by at least half the same sum from 
another source. 

M anagement assistance is supplied by organi- 
sations that specialise in providing advice on 
setting up and developing businesses. Most 
businesses receive 35 hours in total, but this 
can vary. Some management buy-outs receive 
50 hours over a period of three years. 

Moreover, the state ensures that the most 
impoverished new business creators are paid a 
minimum amount during the start-up phase; 
new business creators, or those taking over 
existing businesses, who receive income sup- 
port or a widow's pension, maintain the full 
amount of their benefits during the first six 
months of their business venture. I n fact, the 
state has a highly innovative role in this 
scheme. I n some areas, responsibility for grant- 
ing and managing loans as well as management 
assistance has been delegated to private organ- 
isations recognised for their financial expertise 
and advice services for new businesses, as long 
as these meet national criteria. This pilot 
scheme is implemented in accordance with the 
public procurement system of calls for tenders, 
which has previously been reserved for private 
enterprises. 

C ontracts have separate sections for loans and 
assistance. Eligible organisations include 
associations set up to provide aid for new 
enterprises or to back management buy-outs; 
consultancy firms specialising in providing 
advice on enterprise creation or management 



buy-outs; financial institutions (credit institu- 
tions with a social vocation) or national insti- 
tutions (banks with a mutual structure); or 
groups of different types of organisations. 

I n practice, organisations havejoined together 
to tender: members of the main French local 
financing networks as well as credit institu- 
tions, for section 1, and specialist firms pro- 
viding management assistance services (cham- 
bers of commerce, consultancy firms) for 
section 2. Thesedifferent groupings haveled to 
various complications which have considerably 
slowed down the scheme. O rganisations and 
networks that aregenerally in competition and 
not used to taking a common position are hav- 
ing to work together. This has made existing 
conflicts worse, although it has also helped 
improve some co-operation. 

Although the EDEN initiative represents sig- 
nificant progress and very innovative terms and 
conditions the scheme does have several incon- 
sistencies. For one thing, it pursues contradic- 
tory objectives. The state delegates the man- 
agement of the repayable loan; but the 
networksonly wanted responsibility for decid- 
ing whether to grant loans. The tender proce- 
dure was designed to comply with rules regard- 
ing public expenditure; at the same time 
qualitativecriteriaran contrary to the very con- 
cept of invitations to tender according to the 
relevant French law. This also produced com- 
petition rather than co-operation, and incon- 
sistency between different public authorities. 

C onsequently, the procedure has been long and 
complicated. At 31 December 1999, no 
repayable loan out of the 400 million francs 
lending total projected for 1999 had effectively 
been paid out to a new business. Certain calls 
for tenders had still not been published in Jan- 
uary 2000. H owever, new businesses were still 
able to file applications from the start of the 
year, which means that there is already a sig- 
nificant backlog of applications waiting to be 
processed in certain areas. The scheme has also 
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been delayed because of misunderstandings at 
different levels. 

Moreover, no provision has been made to 
inform new businesses and co-ordinate 
between contracted organisations; payment 
for section 1 is too low; and the degree of nec- 
essary financial acumen has been underesti- 
mated. Asa result of these difficulties, the pilot 
will now be maintained in its current form up 
to 2002. 

Several groups have already started to give 
thought to proposals to submit to the public 
authorities with a view to remedying the 
shortcomings in the current system. I n partic- 
ular, they suggest replacing the tenders proce- 
dure with a list of approved organisations. 
These would be responsible for deciding 
whether to grant the repayable loans, but all 
loans would be administered by the state. 

In order to ensure co-ordination between sec- 
tion land section 2, organisations whose ten- 
der is accepted for section 1 could indicate 
which organisation selected for section 2 they 
would prefer. They also suggest extending the 
repayment period, and introducing a premium 
of 20,000 francs on all new businesses created 
by people receiving income support. 

G iven the difficulties experienced and the con- 
troversy aroused by the implementation of the 
EDEN scheme, it is very likely that the dis- 
cussions will become more intense in the com- 
ing months, in particular over monitoring 
repayments and support for new businesses. 
Certain amendments will have to be made in 
order to enablethis initiative, which is unique 
in Europe, to function smoothly. 



Social Banking and Welfare in Europe 

between market and state: 

A few years ago, Christian Aid ran the slogan "give a man a fish and you feed 
him for a day. Give him a fishing rod and you feed him for life." Such should be 
the sentiment behind social banking and welfare in any developed state. 
But this is not the case. 



M oreand more, across the western world, gov- 
ernmental initiatives aredestined to fail simply 
because they do not provide the tools. The 
handouts do not regenerate. They do not cre- 
ate confidence. They simply maintain a social 
structure, one in which the poor receive the 
grant and the rich make the money. 

Some efforts to challenge thissituation have been 
attempted in some regions, but on the whole, 
they have been doomed to mediocrity. Why is 
this? What do governmental initiatives lack? 

I believe that this is a cultural and historical prob- 
lem, one which needs to be challenged. I hope 
that this paper will stimulate such a challenge. It 
is written from a British perspective - a country 
which has experienced its fair share of welfare 
and social regeneration programmes in the past 
century. Some have been effective, others have 
sunk without trace. But one thing remains: the 
need for social and economic regeneration. After 
the 1983 G eneral E lection, Britain's Prime M in- 
ister, M argaret Thatcher famously declared "Let's 
sort out the inner cities". That was sixteen years 
and many initiatives ago. The'inner cities' arestill 
with us. Politicians come and go. Exclusion and 
poverty remain. 

They remain because the underlying cause of 
social exclusion has been ignored. People need 
to be connected with their financial and eco- 
nomic potential if they are to participate in 
their own regeneration, and this must be initi- 
ated by governmental intervention as well as 
by the activity of the financial service sector 1 . 

ACCESSTO SOCIAL BANKING: 
WHAT IS EXCLUSION AND WHAT 
IS WELFARE? 

A rguably the single most important factor in 
economic regeneration is the confidence of 
those affected. New buildings, new roads, 
improved health-care, fewer dangers and dis- 
tractions for young people all help to create a 
new and hopeful environment, but they are as 



nothing without positive, confident people to 
use them and benefit from them. I ndeed, con- 
fidence should be the key purpose of regener- 
ation in our cities. This is the root of success- 
ful welfare, and social banking has a major role 
to play in challenging and tackling exclusion. 

British cities are full of people who have 
become resigned to a life of inactivity and 
exclusion. These are people who either never 
vote, or no longer vote because the world of 
politics has no meaning for them. 

This paper is being written in the shadow of 
impending European elections, at which only 
about one third of the electorate of Great 
Britain will bother to express any interest in the 
event. Resignation and apathy arethe symptoms, 
but the problem goes deeper. Since the beginning 
of the eighties G reat Britain has experienced a 
great variety of government initiatives aimed at 
the under served neighbourhoods of inner city 
and outer estates. Y et, after al most twenty years, 
these neighbourhoods remain at the bottom of 
theheap.Thisisduein largepart to thefailureof 
these initiatives to address the root problem of 
personal confidence and recognition. 

The 'welfare' provided by City Challenge, Sin- 
gle Regeneration Budgets, U RBA N , bjective 
'this' or Objective 'that', through to the cur- 
rent N ew D eal for C ommunities can never cre- 
ate sustainable regeneration because it does not 
link people with the creation of their own 
wealth. The usual handouts from all manner of 
governments, Left, Right or whatever, fail to 
hit the target because they are unable to create 
truly sustainable economic activity. 

SOCIAL BANKING 
IS ONE SOLUTION 

There is a need for greater integration of 'main- 
stream' economic and financial activity with the 
rapidly emerging community economicsof many 
poorer neighbourhoods. These include credit 
unions, local economic trading schemes (LETS) 
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here are the citizens? 



and the wide variety of alternative economic sys- 
tems which have been developed around the 
world. I will not discuss them in detail here, but 
rather point the reader to some key texts which 
should be essential further reading 1 . Instead, I 
want to lay out why I believe that all of these 
alternative systems can never fully regenerate or 
create welfare or true economic activity on their 
own. They need to be part of a system which 
addresses the needsof excluded communities, but 
which also permits the inclusion of those com- 
munities into the wider, global arena. People need 
to become financial citizens. Social banking rep- 
resents a broadening of both the 'community' sec- 
tor to include, at its root, thecommercial sector in 
order that both may benefit. I n Britain, and pos- 
sibly in the wider EU, social banking is in its 
infancy. I n theU nited States, with the creation of 
the Community Reinvestment Act (CRA) and 
other similar approaches to social banking have 
led to a closer relationship between under served 
neighbourhoods and the mainstream financial 
institutions which have previously ignored them. 
The CRA assists the creation of credit unions, 
supports low interest loans to community initia- 
tives, and creates relationships between poorer 
areas and bigger commercial enterprise. 1 1 is cen- 
tral to the creation of financial citizens - individ- 
uals who, through a relationship with mainstream 
financial services are able to play a role in local 
economic regeneration, thereby creating welfare. 

The remainder of this paper describes one 
approach to thinking about the link between 
social banking and welfare, an approach which 
implicitly links government, banks and 
excluded communities. 

FINANCIAL C ITIZEN SH IP 
- A WIDER RESPONSIBILITY 

Currently in Britain, credit unions are still a 
novelty. They are becoming less so, but even 
the biggest ones cannot yet be described as big 
business. In Ireland and in other European 
nations credit unions have begun to influence 



the way people think about community eco- 
nomics, but there is still someway to go before 
they areaccepted in all situations. They arenot 
yet perceived in anyway like 'real' banks. 

Banks and other financial institutions have a pri- 
mary responsibility to their customers - both 
borrowers and lenders. To this extent they are 
ordinary commercial enterprises and suppliers of 
services. Customers choose to usethem and they 
havea right to expect a certain quality of service 
(including good advice) in return. Themis- selling 
of pensions in G reat Britain in the early 1990s, 
for example, was an abuse of this expectation. 

But banks in particular arenot only commercial 
enterprises. They occupy a special position in the 
financial system and the tight financial coupling 
of one bank to another makes them collectively 
vulnerableto 'systemic risk'. I n considering risk 
banks therefore have a responsibility not merely 
for the internal cost of potential failure to their 
customers and employees but in a wider sense 
for the external cost to the economy. 

Their special 'systemic' position also gives banks 
and other institutions a responsibility forthecon- 
sequencesof 'market failure' within our own soci- 
ety. We believe that financial exclusion should be 
viewed from this perspective. 1 1 is much more than 
a consequence of poverty among certain individ- 
uals. It is a real failure of the market to provide 
whole communities with the basic equipment of 
modern life. Basic financial services are becoming 
as necessary as water and electricity. This may be 
an exaggeration but it indicates their special role. 

CHOICE AND EXCLUSION 

M ost suppliers of goods and services are happy 
to provide for anyone who chooses to buy 
from them. Pubs sometimes chuck out unde- 
sirables but most shops and manufacturers are 
not so choosy. I n this situation customers are 
free to choose between competing suppliers 
and somebody will usually supply a M ini for 
anyone who can't afford a Rolls Royce. 



(1) Richard Douthwaite, 
Short Circuit, 

Resurgence Books (1997); 
David Korten, When 
Corporations Rule the 
World, Earthscan (1996); 
Peter Lang, LETS 
Work - Rebuilding the 
local economy, Graver 
Books (1994), Credit 
Union Home page: 
http://www. cu. org/ 
There are many, many 
more CU sites on the web. 
Search from Netscape 
using 'credit union'. 
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(2) Vulnerable consumers 
and financial services, 
The Office of Fair 
Trading, 1999. 



The difference with banks and insurance com- 
panies is that some customers are likely to be 
unprofitable. These institutions increase their 
profits not by maximising their customer base 
but by optimising it, picking off the most prof- 
itable customers and rejecting the rest. Exclu- 
sion is therefore not merely a matter of poverty 
or cultural resistance or lack of education; it is 
a positive mechanism of rejection. As the 

ffice of Fair Trading points out: "It is often 
claimed that those who fail to take up even the 
most basic of financial services have done so out 
of choice. M y scepticism of such claims has been 
confirmed by the analysis and research in this 
report. The take-up of bank current accounts, 
household insurance and short-term credit is 
inconsistent with the exercise of any meaning- 
ful choice." (John S Bridgeman, D irector G en- 
eral of Fair Trading) 2 . 

COMMERCIAL MECHANISMS 
AND C ITIZEN SH IP 

The reversal of the normal market mechanism 
means not merely that potential customers can- 
not afford the products on offer but that they are 
effectively excluded from the marketplace. For 
this reason we need to abandon the commercial 
model of customers and suppliers as a way of 
talking about this situation. The issue is not cus- 
tomer rights but participation which is why we 
should talk about 'Financial C itizenship'. 

Financial exclusion is one of the tap roots of 
social exclusion and just another dimension of 
the trap that individuals and communities have 
to organise their way out of. G reater economic 
activity and participation as financial citizens in 
theeconomic life of thecommunity, the country 
and thewider EU isan important dimension of 
the solution and it brings potential benefits to 
everyone - including the banks. Financial citi- 
zenship is the road to sustainable welfare. 

LAYERS OF EXCLUSION 

Financial exclusion has many faces and it impacts 
individuals, families and wholecommunities. 

The withdrawal of bank branches and cash 
machines from urban and rural communities. 

1 ronically these areoften the very communities 
that depend most on the cash economy. Shops 
in these communities can only survive if they 
are close to a source of cash (the analogy with 
a village well is very clear) and the devastating 
knock-on effect is that whole ranks of local 
shops close down when a branch is closed. 



At the highest level, lack of investment in cer- 
tain communities is a key contributor to their 
downward spiral. It is also the area in which we 
have the clearest demonstration that a solution 
is possible. The American model of commu- 
nity reinvestment cannot necessarily begrafted 
directly onto our financial system but it has 
been successful in regenerating economic activ- 
ity and it demonstrates that given the right 
framework the banks can win too. 

THE ROLE OF EXCLUDED 
COMMUNITIES 

The notion of financial citizenship is not 
merely an expression of the impact of exclu- 
sion; it is also an indication of the solution. 
Organised and economically knowledgeable 
communities are necessary to understand and 
develop financial participation within excluded 
neighbourhoods. Without community 
involvement and debate, reinvestment and 
financial inclusion cannot take hold. 

Regulation or legislation on its own will not 
solve this problem. N o amount of compulsion 
on banks and insurance companies to accept 
non-profitable customers will ever lead to gen- 
uine inclusion and sustainable welfare. New 
solutions have to be created, butthereal failure 
of the market in this area lays a responsibility 
on the financial service regulators such as the 
Financial Services A uthority in Britain, and on 
the institutions they regulate. 

True financial citizenship must involve the 
banks and their regulator but it can only be 
sustained by active participation of individuals 
and the commitment of communities. 

CONCLUSION 

For people who are excluded from the eco- 
nomic lifeof thecommunity, activecitizenship 
is not just the goal; it is the road back to par- 
ticipation and inclusion. The solutions will be 
hybrids, they need to reflect and incorporate 
the specific and diverse needs of geographically 
varied neighbourhoods. Welfare and social 
banking are implicitly linked through the 
inter-relationship between banks and commu- 
nities. Public administration must acknowl- 
edge this linkage in order that it can work to 
bring together the seemingly disparate worlds 
of commerce and community. 

Special thanks to the H einrich Boll Foundation 
for their support for this specific paper. 
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In France the commercial banks are calling 
upon the government to reduce, or even abol- 
ish, the particular characteristics of the sector 
responsible for what they consider unfair 
competition. Quite independently, financial 
organisations in the social-economy sector are 
changing those characteristics anyway. The 
example of the British building societies is sig- 
nificant. These co-operative credit companies, 
the result of a 200-year-old movement provid- 
ing property ownership for the most disadvan- 
taged, are one after the other falling into line 
with a global shift towards standardised bank- 
ing. The consequences are still unclear, but 
branch closures in unprofitable (particularly 
rural) areas suggest that certain fringe groups 
among the clientele will find access to credit 
increasingly difficult. The World Savings 
Banks I nstitute has observed a similar privati- 
sation movement; its prime mission of helping 
very low income groups is under threat from 
the new declared insistence on profitability. In 
an environment where the rule is becoming 
'amalgamate or die', who is going to takeover 
thesocial roleof facilitating access to creditfor 
those who do not comply with the accepted 
selection criteria? 

Poverty and insecurity can be handled in two 
ways. ne is participative assistance, where the 
individual in need takes part in a process which 
leadsto better integration (by becoming a prop- 
erty owner, by being enabled to consume, by 
getting access to credit in order to set up a busi- 
ness, etc); this is in line with the beliefs of the 
co-operative bank, where the beneficiary isalso 
a member of the association. The declared col- 
lective project is that of an association centred 
on the individual. The alternative, the philan- 
thropist approach, is moretraditionally 'chari- 
table': the beneficiary is in a position of depen- 
dence - a dependence which is all the more 
serious as it means the organisation answers to 
its shareholders rather than to society. 



Obviously, market constraints do exist. 
Whether they are real or imaginary is of little 
importance; the commercial banks and therefore 
(although to a lesser extent because there is no 
shareholder pressure) the banks of the co-oper- 
ative and mutual-benefit sector are expected to 
conform to the "rule" which demands a return 
on capital of around 15 per cent. 

Keynes described stockmarket behaviour as 
symptomatic of a 'casino economy' - invest- 
ments are not based on objective facts, but on 
the competitors' anticipated behaviour. The 
actual health of the company in question is 
immaterial - if one person sells the others do 
to, for fear of being landed with a lot of value- 
less shares. Saying that prices are going to drop 
is enough to make them do so. C ompetition in 
the commercial banking world is based on the 
logic of this self-fulfilling prophecy. bviously 
this reasoning only works as long as it disre- 
gards objective realities. 

Will this unbridled pursuit of profit in order to 
satisfy the shareholders take over in the social- 
economy banks? H ave co-operative banks 
escaped this imperative of rates of return on 
capital? Will the return on equity rate also 
become the be-all and end-all for the co-oper- 
ative banker? The answer to this question 
depends on two things: first, the usefulness of 
these banks; second, their tenacity in holding 
to their values whatever the obstacles. 

The co-operative and mutualist ethos calls for 
a financial sacrifice from the member, because 
interest cannot rise above a certain level. This 
ethos is based on specific values; the labour 
movement of the 19th century was a reaction 
to triumphant economic liberalism. Faced with 
this increasing commercialisation and individ- 
ualism, workers' associations emphasised 
humanist, mutualist, co-operative values based 
on equality and fraternity. It should be borne 
in mind that they do not exclude profit, pro- 
vided that profit is not the sole motivation. 



Strategy and Policy • 39 



(1) Particularly because 
many people who fail 
to get stable, 
salaried employment 
turn to setting up 
a business. 

(2) The figures given 
come from an INSEE 
survey 'Information system 
about new businesses' 
(SINE 1994) quoted 
in Evaluation des aides 
a la creation d'entreprise 
of the French 
Planning Office 
(Committee presided 
over by Bertrand Larrera 
de Morel), Paris: 
La documentation 
franqaise, 1996, 162. 



To simplify, let usconsider thesocial economy 
as having two main aims: 

- at the minimalist level: as an alternative to 
economic liberalism. This means introducing 
a third sector between the market and the 
state. The social economy, in this case, is an 
attempt to put the economic dimension into a 
proper perspective within thesocial dimen- 
sion: the survival of the community takes 
preference over the pursuit of profit 

- at the maximalist level: this is the frankly 
political level. The final goal is to revolu- 
tionise society by putting forward an alterna- 
tive to economic liberalism. This is a field dear 
to the Utopian socialists of the 19th century 
(from Owen to Proudhon and including 
Cabet, Fourier, etc). 

No matter what the approach, the aim is 
always to moderate market forces. The very 
tendency to liberalisation in the banking sector 
demonstrates that this is necessary. The com- 
mercial banks' multiplicity of lucrative finan- 
cial products may cause the co-operative 
banks' customers to become more demanding 
and become obsessed with profits. Mutualist 
values are facing a crisis overall: the two gen- 
erations of staff of the social-economy banking 
sector have very different attitudes to its orig- 
inal values. The generation which grew up in 
the 30 years of post-war progress do not see 
them in the same way as those who have expe- 
rienced only the recession and the growth of 
economic liberalism. In more general terms, 
these values must be constantly revived to 
counter the smooth lineof talk of market apol- 
ogists, a line which often gets front-page cov- 
erage with the media. In the end what better 
way to defend these humanist values than by 
showing that the banks of the social economy 
still have a distinct role? 

So what role does the social economy in gen- 
eral, and its banks in particular, wish to play? 
M ust they be content to exploit as best they 
can the legacy which gives them an advantage 
in reaching a very particular clientele? Must 
they also grapple with the problems of social 
exclusion? W hichever they choose, people sti 1 1 
need credit. It is enough to think of all those 
who, generally becauseof a lack of security, do 
not have access to loans from commercial 
banks. A loan is never neutral. It must involve 
liability on the part of the lending organisation. 
It should genuinely assist the borrower, and 
not put them too far in debt. Commercial 
lenders take little account of the borrower's 



future: a loan given in accordance with the val- 
ues of the social economy must, as far as pos- 
sible, be a means of access to a better situation. 

Business start-ups in France are a good exam- 
ple 1 . Around 80 per cent 2 of the businesses set 
up have no employees. They involve very little 
capital (50 per cent of the entrepreneurs invested 
less than 50,000 French francs) and most (80 per 
cent) belong to the trade and services sector. 
O nly 22 per cent of businesses obtained a bank 
loan, and only eight per cent of those with an 
initial capital base of less than 25,000 francs. The 
unemployed people who constitute at least half 
of theentrepreneurshavevery small fundsavail- 
ableto invest, while little account is taken of the 
financing needs of all categories taken together: 
50 per cent say that they need capital. 

This group still requires finance. This begs the 
question of what constitutes profitable credit. 
Itisan important question because if the banks 
of the co-operative and mutual-benefit sector 
fully satisfied this need, the solidarity-finance 
bodies, from the Association pour le droit a 
I'initiative economique (ADIE) to the N ou- 
velle economie fraternelle (N EF), would have 
no placein France. A profitable credit contract 
for a bank represents an operation in which the 
costs incurred are lower than the expected 
profits. It therefore means minimising costs 
and maximising potential profits. A sizeable 
part of the banks' costs are connected with 
obtaining information about the customer, in 
order to reduce their risks: selection, follow-up 
and, in thefinal instance, sanctions. The prob- 
lem is that none of these methods is suitable for 
the category of unemployed persons who set 
up businesses. They cannot be selected on the 
basis of solvency (using techniques such as 
credit scoring.). M onitoring and legal remedies 
are equally unsatisfactory. The small amounts 
borrowed generate little interest: the projects 
have a very modest cash-flow: and they con- 
sume very few other bank products. 

O n the one hand there is a need for social-type 
credit, which is not only risky but also involves 
costs. O n the other, the general trend is 
towards financial profitability. One sensible 
option might be liberalisation, but this would 
turn away from the humanist principles of the 
social economy and reject many innovative 
projects. Reality imposes constraints: but we 
can reform rather than submit to them. 

One solution could be new ways to finance 
businesses created by unemployed people, 
which are giving those entrepreneurs employ- 
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ment. Social banks would be facilitating social 
inclusion; the business is just one means to this 
end. The objective is the return to employ- 
ment, whether this is eventually self-employ- 
ment or not. 

With this kind of potentially insecure invest- 
ment, both parties must build up a good rela- 
tionship. Thisisessential for confidenceon both 
sides (it is not enough to say, as one well-known 
French bank does 'your bank is accountable to 
you') and mutual understanding of the con- 
straints on each; and the bank makes its invest- 
ment long-term. This is fully part of the ethos of 
the co-operative banks; the relationship is not 
based on security, which would denotea purely 
commercial relationship and a lack of confi- 
dence, but on mutual understanding. 

This ideal strategy is not without its costs. A 
similar approach is to develop partnerships, 
probably with community finance initiatives 3 . 
I n these partnerships potential projects are usu- 
ally screened and directed towards sources of 
funding. In this way the costs are shared 
between thedifferent bodies. Projects areexam- 
ined in detail, not only at the accounting level, 
but also by market study and observation in the 
field. A relationship builds as the meetings 
progress, and this is what actually creates the 
greatest confidence. Businesses are also sup- 
ported after start-up, for at least a year. Com- 
pliance with the credit contract is not normally 
based on thethreat of legal proceedings, but on 
the mutual relationship and on group pressure. 

By being moreambitious, social banks can make 
real social change. Credit was a weapon in the 
hands of the labour movement in the 19th cen- 
tury. It made it possible to create consumer and 
production co-operatives which could compete 
with the shops and factories of the bourgeoisie. 
Issuing loans is creating currency, making it cir- 
culate, creating exchange- in a word, wealth. 

The members of the Local Exchange Trading 
Systems in the English-speaking world and the 
local exchange system in France* knew what 
they were about. By creating a local currency 
they enriched their social relations. M any local 
currencies haveexisted and still exist, which ful- 
fil similar functions 5 . Along the same lines, but 
on a different scale, 85 million or so credit union 
members world- wide show the impact of fi nan- 
cial tools used on a community basis. These 
local initiatives, whether planned on a commu- 
nity and/or associative basis, involve civil soci- 
ety in an area which has been the reserve of the 
commercial banks - credit. 



The success of social credit is a source of worry 
to the commercial banks, which explains their 
constant push for liberalisation. This is why 
Directorate General XV of the European 
C ommission, which is responsiblefor regulat- 
ing banking, considers that the banking system 
should be standardised to conform with a sin- 
gle status; any status other than that of a bank 
should be no more than transitory. ne devel- 
opment in this direction is the directive impos- 
ing a minimum of E U R 5 million level of cap- 
ital for any bank, which could eliminate many 
social finance initiatives altogether. It is there- 
fore up to people in civil society to put pres- 
sure on the state if they wish to preserve the 
co-operative and mutual-benefit banks and, in 
general, finance organisationworking at the 
heart of the social economy. 

Working on society in order to change it 
requires a political framework for banking reg- 
ulation. What should thestatedoto reduce the 
harmful effects of extending the liberalisation 
of the banking sector? Apart from giving social 
banks legal protection, there are two courses of 
action. On the one hand, with reference to 
French banking law, Article 11 of the Law of 
1984 can provide some interesting ideas. 

This article stipulates that the ruling forbidding 
credit operations to all non-bank organisations 
does not apply to non-profit-making bodies 
which 'for reasons of asocial order grant loans 
from their own resources at preferential con- 
ditions to certain of their members'. This 
exception should therefore be extended to 
European level. 

There is also the possibility of a legal obliga- 
tion, along the lines of the US Community 
Reinvestment Act, to invest a certain fraction 
of savings in the area where they were col- 
lected. This measure would havetheenormous 
advantage for savers of greater transparency 
concerning their investments and might allow 
them to be more demanding about how their 
savings are used; they could, for instance, 
direct them towards environmental and com- 
munity projects. 

I n the end the counter-argument to economic 
liberalism is always the same: acontinual insis- 
tenceon thesocial aspect. Thefounding fathers 
of the credit co-operatives were not mistaken: 
credit used properly creates a social bond. 



(3) David Vallat, D, (1998), 
'La finance solidaire: un 
champ d'application varie', 
Rapport moral sur I'argent 
dans le Monde, Paris: 
association d'economie 
financiere I Caisse des 
depots et consignations. 
More generally, the reports 
Exclusions et liens 
financiers (of which the 
1999 edition was 
published by Economica) 
consider the problem 

of the struggle against 
social exclusion through 
financing, seen as a 
tool for development. 

(4) Servet, J-M, 
ed., 1999, 

Une economie 
sans argent: les SEL, 
Le Seuil. 

(5) Ibidem 
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The different schemes offered to those 
excluded from the traditional banking sector 
(unemployed people and people on income 
support) are largely financed by the State and 
thelocal authority bodies, which have come to 
understand that enterprise creation is an incon- 
trovertible way of absorbing people into 
employment. 

A new and significant system of public aid to 
promote enterprise creation entered into force 
at the start of this year. The scheme, known as 
"EDEN " (Encouragement a la C reation d'En- 
treprisesN ouvelles) integrates financial backing 
by way of a repayable loan and a system of 
management assistance for new business cre- 
ators to help them run their business once it has 
been established. The innovative aspect of this 
scheme is that it entrusts the responsibility for 
deciding and managing the aid to private organ- 
isations that specialise in provide backing for 
enterprise creation. This system reinforces the 
actions and resources of these organisations. 
H owever, generally speaking, these networks, 
which struggle to find the necessary resources 
to operate and provide assistance to new busi- 
ness creators, continue to operate on the basis 
of diversified resources, provided by private 
individuals, the public and private sectors. 



LOANS 

Association pour le Droit 

a l'Initiative Economique, "ADIE" 

"AD IE", a non-profit association, supports 
initiatives of the underprivileged, unemployed 
peopleor peopleon income support, who want 
to create an enterprise but are excluded from 
the traditional banking system. It grants loans 
for very small-scale projects. These loans are 
less than or equal to 30,000 francs with an 
interest rate of 6%. "ADIE" also provides 
management assistance to these enterprises 
during their first years of activity. 

If its funds are provided chiefly by the public 
authorities (European U nion, the French State, 
Regions), it also develops partnerships with 
local banks which provide loans, while 
"ADIE" guarantees such loans and provides 
management assistance to the enterprise. 

"ADIE" has a network of offices in fourteen 
French regions which manageoneor morelocal 
sub-offices. Some of them have set up local part- 
nerships with organisations that specialise in 
providing advisory services to new business cre- 
ators (Management Boutiques), as well as 
organisations that guarantee bank loans ("Fonds 
FranceActive", described below). I n particular, 
such partnerships enabled them to tender jointly 
in response to the call for tenders launched by 
the French Ministry of Employment for the 
management of a public system of financial aid 
and assistance for job seekers wanting to create 
new businesses: "EDEN" (Encouragement a la 
Creation d'Entreprises N ouvelles). 
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a summary of 14 initiatives(France) 



France Initiative Reseau: "FIR" 

France I nitiative Reseau is a federation of non- 
profit associations: Local Initiative Platforms 
("PFIL"). These organisations provide financ- 
ing by way of interest-free, unsecured personal 
loans. The average amount of these loans is 
50,000 francs, but can be as high as 250,000 
francs. The territorial funds responsible for 
granting these loans on trust arefunded by both 
private and public organisations; the public con- 
tribution must, however, not exceed 60% of the 
total amount lent. Each platform is responsible 
for raising its own funds in its territory, from 
businesses, chambers of commerce, territorial 
authorities (district, departmental and regional 
authorities) and certain categories of private 
individuals. The operating costs are generally 
covered by public funding (local authorities, 
Caissedes Depots, European Social Fund). Each 
platform has a system whereby new business 
creators receive management assistance, for- 
malised by way of a sponsorship agreement. 

The role of France I nitiative Reseau is not to 
provide financial backing to the PFI L but to 
provide technical support and to establish rela- 
tions between new PFIL and older platforms. 
It also negotiates framework agreements, in 
particular with the DATAR, the Caisse des 
Depots et Consignations and the European 
Social Fund. Last year it was able to increase 
the number of platforms from 136 to 188; the 
target is to cover the whole of the F rench ter- 
ritory by 2004. 



Reseau Entreprendre 

The associations of Reseau Entreprendre also 
grant loans on trust. H owever, they finance 
larger-scale projects since the amount of the 
loans varies, from 100,000 to 300,000 francs. To 
supplement the loan on trust, the new business 
creators must put up funds themselves and also 
have a bank loan. The loan on trust, however, 
gives borrowers considerable leverage since the 
bank loan represents on average two to three 
times the loan on trust. 

The aim of Reseau E ntreprendre is to promote 
the creation of new businesses by relying above 
all on company chiefs who have the necessary 
know-how. U nlike "A D I E " and to a certain 
extent the" PFI L" which focuson persons that 
do not have access to the banking system and 
want to set up their own business, Reseau 
Entreprendre backs projects to create busi- 
nesses that should be capable of developing 
into an SM E. The objective is that the busi- 
nesses should be capable of providing directly 
or indirectly employment for ten or so people 
within three years. 

The network comprises 14 regional associa- 
tionsthat cover in part or wholethefollowing 
regions: Aquitaine, I le-de-France, Midi- 
Pyrenees, N ord-Pas-de-C alais, Basse-Nor- 
mandie, H aute-N ormandie, Pays-de-la-Loire, 
Provence-A Ipes-C ote-d'Azur, Rhone-A Ipes. 

As the schemes described above make loans 
without having the status of a financial institu- 
tion and therefore cannot take deposits from 
the public, they have a special dispensation 
from the French banking law (article 11 of the 
banking law of 1984), which allowsthem only 
to grant loans for "social purposes" and by 
using their own resources. This status limits 
considerably their scope of action. 



Practice • 43 



IN ITIATIVES BY PRIVATE 
IN DIVIDU ALS 

I nitiatives such as local savings clubs for women 
entrepreneurs, the Clubs Locaux d'Epargne 
pour lesFemmesqui Entreprennent("CLEFE") 
belonging to the network to promote solidarity 
initiatives, the Reseau d'Accompagnement des 
Createurs et Initiatives pour une Nouvelle 
Epargne de Solidarite ("RACIN ES"), provide 
loans to new business creators. 

The solidarity-employment funds that are cur- 
rently being reactivated and are funded by 
donations from private individuals provide 
backing by way of loans to businesses that cre- 
ate jobs. 

AMBITIOUS LEN DIN G STRUCTURES: 
FINANCIAL INSTITUTIONS WITH 
A "SOCIAL" VOCATION 

Some rare initiatives have been tried to cir- 
cumvent this constraint while operating within 
the banking law. But the rigidity of rules gov- 
erning structures carrying out banking trans- 
actions explains the relatively limited number 
of institutions combining a banking business 
with "social" lending. 

The "N EF" (N ouvelle Economie Fraternelle) 
which was set up in 1989, is owned by 3,500 
members. Its objective is ambitious: to redefine 
the traditional banking relationship by, on the 
one hand, encouraging savers to invest their 
money in a responsible way and, on the other 
hand, by backing projects that respect a cul- 
tural, social or ecological ethic. It thus aims to 
promote the creation of businesses having a 
clear social approach or vocation neglected by 
traditional banking networks. Forty-five per- 
cent of the projects financed have received 
funding on account of their social nature or 
because they are designed to favour integra- 
tion. Its activities cover thewholeof France. 



TheN EF grants short, medium and long-term 
loans with an interest rateof 5.5% to 7.5% for 
loans of 50,000 to 1 million francs (200,000 
francs on average) and for periods ranging 
from several months to fifteen years. The guar- 
antees required are relatively restrictive, since 
new business creators must find people (friends 
and family) to guarantee 120% of the loan 
amount on ajoint and several basis. 

It also provides management assistance to new 
business creators. This is partly financed by an 
association (the N E F association) which relies 
on private donations and public subsidies, plus 
local unpaid volunteers. 

The Caisse Solidaire du N ord-Pas-de-Calais 
was set up after the "N EF" (1997). It is a unique 
example in France of an investment company 
with an exclusively social vocation. It is only 
active in the Pas-de-Calais region. Like the 
"N EF" investment company it has adopted an 
open-end cooperative structure (capital of 15.15 
million francs). Its shareholders are split into 
three colleges: financial institutions (BFCC, 
Caisse des Depots), institutional investors (the 
Regional Council), representatives of civil soci- 
ety (venture capital companies, such as, for 
example, "Autonomie et Solidarite" and 
"RTVL"). In addition, 15 associations have 
invested 1,000 francs as partners in the structure 
and own 51% of the voting rights. 

The Caisse Solidaire lends at a rate of 8%, for 
amounts ranging from 30,000 to 150,000 francs. 
Like the N EF, the Caisse Solidaire requires a 
joint and several guarantee to be provided, but 
for 30% of theamount lent. The remaining risk 
is covered by local guaranteefunds (50% of the 
risk) and by the "Caisse" itself (20% of the risk). 
1 1 does not itself provide any management assis- 
tance, but relies on its different partners to pro- 
vide such assistance ("A DIE", "Cigale" clubs, 
M anagement Boutiques). 
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I n Bordeaux, the C aisse SocialedeDeveloppe- 
ment Local, covers thecity of Bordeaux as well 
as an urban community comprising 25 dis- 
tricts. It relies upon savings that are dedicated 
to social solidarity, via a deposit account called 
"savings-employment" which is guaranteed by 
the municipal credit of Bordeaux. It has pooled 
5 million francs raised from the Credit 
C ooperatif, the C aisse des depots et C onsigna- 
tionsas well as from local deposits. If its objec- 
tives and its form are very similar to those of 
the solidarity funds, it does not however have 
the status of an investment company. 

GUARANTEES: TERRITORIAL 
GUARANTEE FUNDS 

G uarantees can provide a way of avoiding or 
supplementing micro-loans by facilitating 
access to traditional bank loans. 

The Fonds France Active 
("F FA") Network 

C reated in 1988, the Fonds France Active, sup- 
ported by the C aisse des D epots et C onsigna- 
tions, focus on the same type of borrowers as 
the "AD IE" and the "PFI L" (60% of the peo- 
ple receiving assistance were long-term unem- 
ployed people before they set up their own 
business). Theterritorial funds help prepare, in 
respect of a specific geographical area, enter- 
prise creation dossiers and applications for 
bank loans. They also arrange guarantees. 

France Active guarantees 65% of the bank loan 
for enterprises in a start-up phase or that have 
existed for less than three years. I n the case of 
business expansion projects, it covers 50% of 
the loan and up to 80% for certain micro- 
enterprises. The maximum period of the guar- 
antee is 5 years and the maximum amount is 
200,000 francs, irrespective of theduration and 
amount of the bank loan. France Active can 
also act as a joint guarantor or provide addi- 
tional guarantee cover, with another local or 
national guarantee fund (" F G IF", "SO FA RIS", 



"SOCAMA"). The borrower then receives 
management assistance during the life of the 
loan. The France Active guarantees can be 
managed by the same organisations as the 
"PFIL" and "ADIE" loans. Certain new busi- 
ness creators who do not have access to the 
banking system have been financed by a loan 
on trust and a bank loan guaranteed by F ranee 
Active at the same time, thereby enabling them 
to multiply their chances of success. 

I n 11 years of existence, France Active and its 
network have facilitated the granting of 130 
million francs in bank loans destined to help 
absorb job seekers into employment and have 
contributed to thecreation or consolidation of 
almost 20,000 jobs. 

G UARANTEE FUNDS MANAGED BY THE 

Institut DE Developpement 

ECONOMIQUE ET SOCIAL ("IDES") 

These funds are intended for a more targeted 
section of the public: 

TheG uaranteeFund to support enterprise cre- 
ation, management buy-outs or development 
projects for women entrepreneurs, the Fonds de 
Garantie pour la creation, la reprise ou le 
developpement d'entreprises a I'initiative des 
femmes (" F G I F "), was established by an agree- 
ment signed in 1989 between theState, theM in- 
istry responsible for the advancement of 
women's rights and "IDES". The "FG I F" dif- 
fers from the "FFA ", in that it is not linked to 
local structures, but operates on a national basis. 

TheG uaranteeFund which isdestined to promote 
economic integration, theFondsdeGarantiepour 
I'l nsertion par I'EconomiqueC'FGIE",) operates 
in a similar way to the "FG IF", but focuses on 
providing aid within theframework of absorption 
into employment schemes. 

Guarantees are available for a maximum 
amount of 150,000 francs, but cannot exceed 
60% of the loan. The maximum period of the 
guarantees ranges between 2 and 7 years. 
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PARTICIPATING 
INTERESTS IN THE CAPITAL 

PRIVATE IN DIVIDU ALS 

WITH PARTICIPATING INTERESTS 

Although new businesses creators are chiefly 
interested in loans or guarantees, certain struc- 
tures are designed to promote the creation of 
businesses and to facilitate access to equity cap- 
ital for setting up a business. 

The "CIGALE" clubs are set up on a joint 
basis and group together twenty or so private 
individuals who contribute to a common pool 
that is used to take a participating interest in 
companies that respect ethical, ecological or 
special values. Investments are motivated by 
projects (alternative) and/or persons (solidar- 
ity). The underlying principle involves local 
initiatives, whether in terms of thefunds raised 
or the financing operation. 

The "CIGALE" clubs acquire a participating 
interest in thecapital of a privateor public lim- 
ited company (sometimes cooperatives) being 
set up or in the process of reconstituting its 
capital. Thefunds invested cannot exceed 33% 
of the company's capital. The average invest- 
ment of a "CIGALE" club is around 20,000 
francs but several clubs can invest larger 
amounts. Even if the participating interest 
remains limited, it can provide considerable 
leverage for businesses which, otherwise, 
would not have had access to a bank loan. 

A "CIGALE" can benefit from a France 
Active guarantee in respectof 50% of thefunds 
invested. I n exchange, it undertakes to monitor 
and report on the management of the business. 



Local Venture Capital companies 

There are also public liability companies, even 
sometimes cooperatives, that acq u ire a participat- 
ing interest in thecapital to back new businesses. 

In the first quarter of 1998, "Eficea" carried 
out on behalf of the DATAR a survey on 
"small" local venture capital. The survey 
revealed that some 52 structures had con- 
tributed venture capital for start-up situations 
for amounts of less than one million francs 
(participating interests in the capital and cur- 
rent account loans by partners). I n 1997, these 
structures financed less than 200 new business 
creation projects. 

Their scope of action is in general very limited 
geographically ("Filieres" in Brittany, 
"Autonomie" et " Sol idarite" in the North, 
"Femu Qui" in France, "Herrikoa" in the 
Basque region) and thematically (alternative 
projects for G arrigues). 

Bu siness Angels N etworks 

This network is based on a close working rela- 
tionship between new business creators and 
investors. The Business Angels clubs bring 
together privateindividualsthat want to invest 
in start-ups for higher amounts than the 
"CIGALE" clubs (between 200,000 and 
500,000 francs approximately). Although 
investment decisions are based on an element 
of business profitability, criteria of geographi- 
cal proximity are also integrated. 

The introduction of individual investors willing 
to contribute capital, their know-how and 
management assistance to new business creators 
who are looking for a financial partner, is a 
fairly recent phenomenon in France. Alongside 
national networks that specialisein high-poten- 
tial projects (new technologies, biotechnology), 
there are some non-specialised networks of 
association that are better suited to provide aid 
for more risky, medium-sized projects 
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(for example the "I N VEST'ESSO R" network 
in the H auts de Seine). 

In principle there is no specifically targeted 
type of project. But projects are expected to 
have rapid growth prospects to enable 
investors to recover their investment over the 
medium-term (three to five years) H owever, 
the risk/profitability analysis is less conven- 
tional than in traditional venture capital com- 
panies. The amounts invested range from 
100,000 to 500,000 francs. 

The Love Money Movement 

The "Love Money" federation in favour of 
employment is intended to help mobilise local 
funds to finance new businesses, or enterprises 
that are expanding or experiencing difficulties 
with a view to floating these small to medium- 
sized companies on the O TC market at a later 
stage. It helps these companies to raise funds 
by way of public issues or privately. There are 
currently 11 associations, including 7 in the 
Parisian region, the others being in Poitiers 
(86), Fontenay-le-Comte(85), M ontpellier (34) 
and Beaune (21). 

The "Eficea" information centre 

The "Eficea" information centre introduces 
people wanting to create or take over the run- 
ning of a business to associations, organisations 
or structures that can offer them financing 
solutions adapted to their needs. These struc- 
tures, described in part above, are incorporated 
in a data base that contains 460 such organisa- 
tions. In 1999, the centre helped some 2,500 
potential new business creators in this way. 
Interested parties are first of all referred to 
guarantee organisations ("FFA", "FGIF", 
"Entreprendre Ensemble", etc.). 



N evertheless, an important number of people 
are referred to organisations that lend funds 
with or without interest("FI R", "NEF" and 
"A DIE" principally) despite the restrictive cri- 
teria that they apply when selecting new busi- 
ness projects. As regards venture capital, they 
are principally referred to theLoveM oney net- 
work for the creation of jobs and the 
"CI GALE" clubs rather than venture capital 
companies or networks of individual investors, 
which remain restricted to certain types of pro- 
jects (start-ups, innovative projects, ethical 
projects). 
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Pat Conaty, 

Common Futures 



ACC 10 N (USA): 
Transplanting M icro-credit from South 



ACCION International is one of the oldest practitioner bodies of micro-finance. Founded 

in 1961 as a private non-profit organisation, ACCION today supports an international network 

of micro-finance partner organisations in 14 Latin American countries and six US cities. 



Its first micro-credit programme was estab- 
lished in Recife, Brazil in 1973, and its U S net- 
work operations began in N ew York City in 
1991. The table below highlights the financial 
turnover of ACCIO N 's Latin American and 
U S operations in 1997 to 1998. 



ACC ION'S USA operations 
havethree principal objectives: 

Impact: to create jobs, enhance household 
income and increase the assets of the micro- 
businesses of low income people 

Scale: to extend the benefits of affordable 
micro-finance to a widening number of micro- 
enterprises in order to revitalise disadvantaged 
communities 

Sustainability: to develop a micro-lending 
model sufficiently efficient and robust to cover 
its costs through fees and increased income. 

ACC 10 N 's borrowers in the U SA are pre- 
cisely the so-called 'lifestyle' and retail busi- 
nesses that the U K Small Firms Loan G uaran- 
tee Scheme excludes - 39 per cent work from 
home, 30 per cent from a shop and 23 per cent 
from thestreet or a market stall. Forty per cent 
are women, many of whom need to work from 
home because of childcare costs. 



To be eligible for a loan, businesses need either 
to have been trading for at least a year or to 
have gone into business from similar employ- 
ment; one in four ACC 1 N borrowers comes 
from thesecond category and has been trading 
for less than a year. ACCION has to date tar- 
geted minority ethnic businesses and 87 per 
cent of borrowers are either H ispanic A meri- 
can or A frican A merican. 

ACCION (U SA) has developed experimentally 
and works through a partner network of local 
non-profit institutions. With both below market 
rate capital and guarantee funds from ACC 10 N 
International, the local US partners negotiate 
lines of credit and loans from commercial banks 
and foundations. They also raise operating 
grants from corporations, banks, foundations 
and individuals. ACCION has received addi- 
tional capital under the U S C ommunity D evel- 
opment Financial I nstitutions Act. 

A survey in 1997 of the impact of micro-loans 
on 849 of A C C 1 N 's U S borrowers revealed 
that, after the first two loans over 17 months, 
the entrepreneur's average take home income 
had increased by 38 per cent or by an average 
of $455 per month. For those borrowers on the 
lowest income, the rise was even greater - 54 
per cent or an average of $515 per month. 



ACCION 

U.S. Division Headquarters 
ACCION International 
6987 North Oracle Road 
Tucson, 
AZ 85704 USA 
Tel (520) 742-3500 
Fax (520) 297-5160 
Email: accionaz@compuserve.com 
Web: www.accion.org/ 



ACCION INTERNATIONAL NETWORK - STATISTICS FOR 1997 - 1998 

LATIN AMERICA US 



Active loan portfolio 



Average loan size 



£226 MILLION 



$809 



$3.7 MILLION 



$2,739 
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AC C I O N partners lend to individuals and to 
peer groups. References are taken up with pre- 
vious employers, landlords and other creditors. 
I ndividuals are asked to post whatever physical 
collateral they can, and require a co-signer; 
groups providejoint and several guarantees on 
each others' loans and are not normally asked 
for other collateral. I nterest rates are eight to 
10 percentage points above bank base rates and 
similar to that on credit cards (i.e. 16 to 29 per 
cent APR). ACCION considers these costs 
necessary to cover the service provided and for 
ACCION partners to achieve self-sufficiency 
in due course. 

Late payments are strictly defined - after one 
day overdue- and theloan officers arediligent 
in chasing clients for arrears; fees for collection 
charges are added and legal action isinstigated, 
if necessary, after an account is 60 days or more 
overdue. 

CRITICAL ISSUES 

ACCION partners have not had difficulty 
attracting loan capital from US banks at 
f avo u rabl e rates. TheUSCommunityReinvest- 
ment A ct has helped this. A C C 1 N can attract 
today loans from many A merican banks at half 
the bank base rate (i.e. three to four per cent). 

Pay is now partly performance related and 
bonuses can add 10 to 20 per cent to staff 
salaries. Lending staff are recruited more on 
the basis of previous business rather than 
banking experience and ACCION seeks staff 
with a similar background to that of its bor- 
rowers. 

H owever, while in Latin America nine out of 
19 ACC 1 N network institutions are sustain- 
able (allowing them to access and pay for com- 
mercial funds) and 16 out of 19 cover all their 
operational (but not capital) costs from fees 
and income generated, the most cost-effective 
of ACCION 's six US partners (i.e. ACCION 



C hicago) has so far been able to cover only 58 
per cent of its non-financial operational costs. 
As M ichael C hu, President and C hief Execu- 
tive of ACCION International, says, 'We're 
still far away from reaching the standards 
we've attained in Latin America. But it's 
exactly the same as Latin A merica 15 years ago. 
W hat it will require is a lot of creativity, so we 
can deliver credit of a much lower cost struc- 
ture than at present.' 

Chu is determined that most of ACCION 's 
operations in the U SA will achieve sustainabil- 
ity over the next five years. Its latest strategy 
sets out ambitious plans for scaling up over five 
years to reach 6,500 clients with a loan book of 
$20 million. For this, costs will also have to be 
reduced, especially by centralising and standar- 
dising the US operations - probably into one 
national non-profit company. At present, it 
takes ACC I O N 14 hours to set up, process and 
service a typical loan (similar to the time scale 
of a commercial bank). Chu estimates centrali- 
sation and standardisation can reduce these 
transaction costs to five hours within fiveyears, 

CONCLUSION 

Even though ACCION US is the leading 
micro-credit service provider in the U nited 
States, it is still small. This suggests that micro- 
credit initiatives should only be established 
with adequate innovation time, resources, plan- 
ning and experimental pilots. To some extent, 
ACCION started operations in the USA 
because of wide recognition of its achievements 
in Latin America and political pressure to do 
the same in the U SA, where AC C ION I nter- 
national has its headquarters. Partly as a result, 
at that time it failed to develop an innovative 
and well thought-out strategy. 
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A D I E : M icro-Finance 



ADIE (Association pour le droit a I'initiative economique) was inspired by the 
Grameen Bank in Bangladesh and is one of the largest and most successful 
micro-lending organisations in the European Union. It was established 
in 1988 to make micro-loans available to disadvantaged people. 



Mr Emmanuel Landais 
14 rue Delambre 
F- 750014 Paris 
Tel. 33/1/42185787 
Fax 33/1/43201950 
Email: adie@adie.org 
Web: www.adie.org 



Lending in France is restricted to organisations 
with banking status, so A D I E has received spe- 
cial authorisation to make loans from equity 
raised from donors. H owever, by the early 
1990s demand from the self-employed and 
micro-enterprises was far outstripping the 
donor funds it could raise annually. 

I n 1994, ADIE formed a partnership with the 
major French banks, whereby ADIE assesses 
the borrower's creditworthiness but the bank 
issues the loan and pays ADIE a set up fee of 
three per cent; ADIE uses its equity to give a 
70 per cent guarantee to the bank. Asa result, 
by 1998 only one in four loans were sourced 
from A D I E 's own funds and 75 per cent were 
made by 25 banking partners across F ranee. 

Today ADIE has 14 branches, serving most 
regions of France, and plansa nation-wideser- 
vice by 2001. Lending decisions are made at 
branch level. I n 1999, A D I E had 85 staff as well 
as 300 volunteers, who include a good number 
of retired bank managers, accountants and 
business people, and provide business advice 
and mentoring. Volunteers arealso involved in 
credit committee lending decisions at each 
regional branch. 

Lending volume has increased from 700 in 
1995 to 851 loans in 1996, 1279 in 1997 and 
1,629 in 1998, Staff numbers have also risen 
from 35 to 85. Loan volumeforecastfor 1999 is 
2,400, rising to 6,000 in 2001. To service this 
rising volume, each loan officer has to manage 
a case load of 70 to 80 active borrowers and 
interview 300 prospective borrowers a year, of 
which about 40 areapproved for loans. A busy 
branch office approves five to 10 loans a week. 



A recent study by IFF in Hamburg (August 
1999) shows: 

ADIE Statistics 1998 



N UMBER OF CUMULATIVE LOANS 5,422 


Average loan amount 


ff 22,000 


Average loan term 


20 months 


Current borrowers 


3,300 


LOANSADVANCED (1998) 


FF 28 MILLION 


LOANSOUTSTANDING 


FF 44 MILLION 


Cumulative debt write-offs 


3% 


Delinquency rate 


6% 


Borrower business survival 
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CRITICAL ISSUES 

Like the G rameen Bank, AD I E targets its lend- 
ing on France's most disadvantaged groups. I n 
1997, 44 per cent of its clients were on welfare 
and 27 per cent were long term unemployed 
households. It solicits applications and runs 
support programmes for the most marginal 
groups, including the young unemployed, ex- 
prisoners, ethnic minorities and women 
entrepreneurs in rural areas. 

Referrals to A D I E vary from region to region. 
M any referrals come from the French C ham- 
bers of Commerce and enterprise agencies, but 
regular media stories on ADIE'swork also gen- 
erate client interest. A II loans are at 6.5 per cent 
per year, plus an initial three per cent fee. The 
maximum loan and loan term areFF30,000 and 
two years respectively. ADIE has made indi- 
vidual loans to date, but iscurrently developing 
a group loan product and delivery system. 
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Successful loan applicants receive a regular 
monthly contact, usually through a visit from 
their loan officer. ver the two year period of 
most loans, each borrower benefits from an 
average of 15 hours support through contact 
with their loan officer, volunteer mentor or 
other A D I E service. 

ADIE's head office in Paris monitors loans. 
Each borrower needs five individuals to guar- 
antee 50 per cent of the loan. These guarantee 
communities create a moral pressure and in 
practice work well to reduce debt. 

Because AD IE cannot source its own capital 
and relies on its bank partners to make 75 per 
cent of its loans, it cannot make much money 
from itslending operationsto pay forthecost. 
1 1 is also unable to charge a much higher rate 
for its loans because of the F rench restrictions 
against usury and corresponding ceilings on 
lending rates (currently up to about 11 per 
cent). A DIE cannot therefore become self- 
financing but it has been increasingly success- 
ful in attracting grant aid from the European 
Union, the French government and local 
authorities. In total, AD IE secures funding 
from some 250 public, private and charitable 
organisations. 

CONCLUSION 

AD IE has proved itself increasingly able to 
expand its micro- lending programme, create 
jobs and widen its socially beneficial impact, 
despite the legal constraints and practical barri- 
ers to raising its own capital. The partnership 
with the banks has been mutually beneficial 
since these guarantee mechanism and loan 
appraisal systems provide a creative way to offer 
micro-loans to the poorest entrepreneurs in 
France. 



This achievement benefits the banking sector in 
terms of public relations, but also provides new 
business customers, many of which have 
become very successful since ADIE's initial 
partnership with the banks in 1994. 

ADIE now faces major challenges ahead to 
extend its service and coverage to all regionsof 
France and to develop an effective group lend- 
ing system to help reduce loan costs. 
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Aston Reinvestment 
Trust (uk) 

Aston Reinvestment Trust (ART) is a local social investment fund which promotes economic 
and social regeneration in Birmingham by lending to small businesses and voluntary sector 
organisations that cannot access other finance. ART aims to build up self-sustaining funds 
with money raised from socially concerned investors, working also in partnership with the 
public sector, and lends these funds at commercial but affordable rates. 



Aston Reinvestment Trust 
The Rectory 
3 Tower Street 
Birmingham 
B19 3UY 
England UK 
Tel +44 121 359 2444 
Fax +44 121 359 2333 
Email: reinvest@gn.apc.org 
Web: http://www.reinvest. co. uk 



ART operates Birmingham-wide but focuses 
on the main areas of deprivation and on key 
groups: viable businesses and enterprises which 
provide social or economic benefits to local 
people; voluntary organisations and charities; 
affordable housing projects; and energy saving 
loans to businesses and the voluntary sector. 

ART is a mutual society which means that its 
members, both borrowers and investors, own it. 
To date ART has mainly focused on lending to 
small businesses and voluntary sector organi- 
sations. Most applicants are referred from 
other agencies; ART always aims to work 
within the existing network of agencies pro- 
moting regeneration in Birmingham, and with 
close support from the Enterprise Agency. 
ART will then discuss the project with them 
and ask for a business plan. 

ART maintains a close relationship with its 
borrowers throughout the repayment period. 
If a borrower is having difficulties repaying a 
loan, ART will work closely with them and 
restructure the loan if necessary. Itisclearly in 
the interests of the fund that loans are repaid, 
even if late, and it is also important for the 
wider regeneration of the area that people who 
take out a loan are not left worse off. Pat 
Conaty, development manager at ART, points 
out that the key is to assess the appropriate 
amount of debt. 

Thefirst year target (1997-1998) for fund-rais- 
ing of £500,000 was exceeded by over 25 per 
cent (£630,000). By A pril 2000, A RT has £1.3 
million in funds availablefor lending. 47 loans 
have been agreed totalling £709,000, of those 
£668,000 have been drawn down. The focus is 
on access to loans rather than cheaper loans. 
ART will only lend to organisations with a 
viable proposition that have been turned down 
by the mainstream banks. 

ART aims to become financially self-sufficient 
in the medium term, when it has raised funds of 
£3.5 million. This will enable ART to cover its 



running costs through the interest rate on 
loans, arrangement fees and consultancy. Capi- 
tal has been rai sed f ro m a w i d e range of so u rces, 
including individual investors throughout the 
U K , mainstream banks, local and national busi- 
nesses, borrowers themselves and trust funds. 
ART now has a strong basefrom which to focus 
on raising money locally. 

CRITICAL ISSUES 

There is an inherent tension between making 
small loans and covering costs; small loans 
carry relatively high costs and tend to be fairly 
high risk. 

ART has found marked differences between 
lending in the profit and not-for-profit sector, 
stemming both from a lack of business support 
for third sector organisations and from the ini- 
tial reluctance in the third sector to movefrom 
grants to loans. 

Whereas finance for small firms may be work- 
ing capital, voluntary sector organisations look 
to ART either to finance the purchase of an 
asset, such as property or equipment, or for 
bridging finance while awaiting a grant or 
other payment. 

One key challenge is explaining to potential 
investors who are unfamiliar with social invest- 
ment the difference between a donation and an 
investment. The ART model is based on a belief 
that viable propositions can repay loans at market 
rate. A RT is based on the assumption that local 
money is more likely to encourage successful 
loan repayment, because people feel more 
strongly about money invested from the locality. 
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Banca Eticaotaiy) 



Banca Etica is the first alternative bank in Italy. It was constituted (as a bank) in 
May 1998 and started banking activities in February 1999. Today, its main banking 
products are ethical certificates of deposit and ethical bonds. In future, savers 
should be able to determine their own level of interest rate. 



Banca Popolare Etica 
Piazzeta Forzate 2/3 
1-35137 Padova 
Italy 

Tel. +39 049 8771 1 1 1 
Fax + 39 049 664922 
Email: posta@bancaetica.com 



Banca Etica finances social and environmental 
enterprises in the non-for-profit sector. The 
policy is oriented towards a mixed welfare 
society where the public sector collaborates 
with the third sector. 

Banca Etica is mainly directed towards non- 
profit enterprises, and towards collaboration 
between the public and third sectors. Its work 
with local authorities is particularly interesting, 
as it aims to promote citizens' and social organ- 
isations' full participation in decision making. 
Presently, six Regions and 190 M unicipalities 
are shareholders of Banca Etica and have 
underwritten about 800,000 E uros of its capi- 
tal stock, creating a strategic partnership to be 
developed through: 

Stock capital for Social Enterprises 

U nder- capitalisation is a structural problem 
among social enterprises, especially if they 
involve disadvantaged people in their produc- 
tion process, and lack of stock capital causes 
major difficulties with accessing credit. Local 
authorities, Banca Etica and other stakeholders 
are providing the capital foranew capitalisation 
co-operative with the local authorities (and 
Regions) as the main shareholder. Banca Etica 
will carry out a campaign to collect stock capi- 
tal and donations - similar to the three-year 
campaign it carried out to collect its own capi- 
tal - among a strong network of social co-oper- 
atives, families, volunteer associations, trade 
unions, churches and individuals. Banca Etica 
will also assist the capitalised social co-opera- 
tives with assessing their financial needs, help 
implement business plans and complement 
capital with short and medium term credit. 

Municipal bonds 

Municipal bonds are a new financial tool in 
Italy. Banca Etica will help local authorities 
choose projects of common interest. Its main 
goal is to provide credit to economically reli- 
able enterprises that demonstrate attention to 



the social utility they produce. In addition to 
standard economic analysis, Banca Etica audits 
health, welfare and environmental impacts and 
has created an innovative assessment tool, the 
VARI model (Values-Requisites I ndicators), to 
investigate values that have not been examined 
so far by the existing banking system. 

CRITICAL ISSUES 

The project had to raise 13 billion lire, (6 mil- 
lion E uros) in equity, the minimum level to set 
up a bank in Italy. 

It took three years to get a banking licence, and 
making arrangements with other banks has not 
been simple. Four banks and the Italian Post 
O ffice have now signed agreements with Banca 
Etica to sell its products. 

The main difficulty in raising the necessary 
capital has been finding appropriate remuner- 
ation for potential investors. 

The world of social enterprises and associa- 
tions was not well known by Banca d'ltalia 
(the Italian Central Bank) or in general, by the 
traditional banking system. Banca d'ltalia's 
requirements included a demonstration of the 
necessary technical and social criteria. 

The C ooperativa Verso la Banca Etica carried 
out studies for Banca d'l talia about the scope 
and the development potential of this sector in 
order to justify not only the social value of the 
project but also the economical opportunities 
of this growing market. 

Banca d'ltalia has also required the Co-opera- 
tive Verso la Banca Etica to become Banca 
Popolare Etica - thefirst such case in Italy - so 
that shareholders could move their capital stock 
shares from the Co-operative to the Bank. 
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Cyrille Rollinde 

EFICEA 



The Business A ngels 



Equity capital enables enterprises to make long-term plans. 
However, the market is not always able to provide it. 
Venture capital was developed with a view to fill this gap. 



EFICEA 
Mr Erwan Bothorel 
& Mr Cyrille Rollinde 
7 rue Domremy 
F- 75013 Paris 
France 

Tel. +33 1 53 94 78 70 
Fax +33 1 53 94 78 71 
Email: eficea@worldnet.fr 
Web: 

www.globenet.org/eficea 



Venture capital first emerged in the United 
States. A basic form was first used in France in 
1955, with the creation of regional develop- 
ment agencies, but it was only really developed 
during the 1980s, through venture capital 
mutual funds known as Fonds Communs de 
Placements a Risque (FC PR). These funds are 
described by the European Venture Capital 
Association as 'financial intermediaries invest- 
ing capital in companies or specific projects 
with strong potential'. In general, financing is 
combined with active participation in running 
the company, in sharp contrast to the concept 
of sleeping partners. 

Venture capital can play a fairly wide-ranging 
role, involving start-ups as well as development 
operations and business buy-outs or transfers. 
A study of the activity of venture capital 
organisations over the last few years reveals a 
worrying trend: from 1985 to 1997, the per- 
centage of start-up ventures decreased from 22 
per cent to seven per cent. At the same time, 
the average investment increased from 1 mil- 
lion francs in 1990 to 1.6 million in 1995. 

A study carried out by Eficea (Epargne, 
Financement, Information pour lesCreateurs 
d'E ntreprise et d'A ctivite) in 1997 suggests that 
this analysis must be treated with a certain 
degree of circumspection, and that, in fact, in 
France a relatively large number of local capi- 
tal risk companies continue to participate in 
new businesses. 

Nevertheless, the cost associated with the 
expertise and management involved means 
that most investors seeking a high return are 
not interested in investments of less than one 
million francs. This means small projects 
involving investments of around or under 
100,000 francs have to seek other sources of 
finance. Their needs range from supplementary 
financing, to loans and guarantees. 



As the market and the specialist organisations 
which usually providebacking for new business 
creations do not cater for them, local networks 
of 'Business A ngels' aim to fill that gap, by: 

- mobilising local funds and organising local 
fora, through which potential new business 
creators can meet potential investors 

- facilitating financing for projects supporting 
new businesses. 

BUSINESS ANGELS 

Business Angels are private individuals with 
financial resources and a solid knowledge of 
company management, who invest directly and 
personally in small and medium-sized enter- 
prises, most often during the start-up phase. I n 
general they are interested in local companies 
and which involve a business sector with 
which they are familiar. 

It has been estimated that in the U K , Business 
A ngels invest approximately 500,000 francs per 
project (one or two investors). In France, the 
amounts local networks provide less and 
national networks contribute considerably 
higher amounts. 

The Business A ngels are rarely sleeping part- 
ners. They often provide small and medium- 
sized enterprises with an important number of 
business contacts, as well their experience. 
They are often former heads of companies who 
have sold their business and want to help new 
businesses, while at the same time obtaining a 
return on their investment. C lose personal co- 
operation between investors and entrepreneur 
is essential. 

Thistypeof participating interest meansa very 
reactive role and a high degree of risk for the 
investor, which traditional finance providers, 
notably venture capital companies, are unwill- 
ing to provide. 
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BUSINESS ANGELS 

N ETWORKS IN FRANC E 

Business Angels networks provide a forum 
through which interested investors and 
entrepreneurs seeking venture capital funds can 
meet. The networks simply organise meetings 
between the parties; they advance no other 
funds. This encourages some small French ven- 
ture capital projects, which have problems rais- 
ing local funds, to focus on establishing con- 
tacts between new business creators and 
investors. 

EXAMPLES IN OTHER COUNTRIES 
CONFIRMING THE POTENTIAL 
OF THE BUSINESS ANGELS 

I n Britain, 43 local networks, bringing together 
between 50 and 300 investors, match supply 
and demand for private capital. In Europe, a 
recent study shows that it is possible to raise 
between 10 and 20 billion euros annually in 
this way. I n the U nited States, 250,000 business 
angels invest every year between 10 and 20 bil- 
lion dollars in more than thirty thousand 
enterprises (source: Andrejanuay, Guide de 
I'initiative economique, 1998). 

SOME FRENCH EXPERIENCES 

French Business Angels are organised around 
national or local networks. The latter play an 
important role in increasing awareness among 
individual investors, who can then find pro- 
jects requiring greater investment in the 
national networks. Alongside the national 
business networks focusing on high potential 
projects with a strong technological content, 
several non-profit making local networks, 
which are ready to consider far more diversi- 
fied activities, are starting to emerge. 

All the networks must take care to ensure that 
they are not considered to be raising funds 
from the public, asthiswould requireanew set 
of formalities. 
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Local social venture capital: theC 



i 

The CIGALE movement emerged in 1983, the result of work by a group who wanted choice 
over the way their savings were managed and allocated. At a time when financial markets 
were enjoying unbridled growth, they were concerned that savings should be used to support 
new enterprises. They also wanted to call into question the principles of the market economy. 



(1) "Tres petites 
entreprises": 
fewer than 
five salaried 
employees. 



Federation des CIGALES 
Mrs Ch. Bouchard 
Mr Jacques Duguerra 
61 rue Victor Hugo 
F - 93500 PANTIN 
Tel. +33-1 49 91 90 91 
Fax+33-1 49 91 90 91 
Email: 

cigale@neuronnexion. fr 



CIGALE clubs were set up with several 
objectives: 

- to raise capital from local savers 

- to ensure transparent and democratic savings 
management 

- to invest thefundsas venture capital 

- to ensure local development by creating 
employment. 

Today, the CIGALE clubs' importance in 
enterprise creation is recognised in France and 
abroad. But it is also a movement which needs 
to be constantly reassessed. 

BUSINESS CREATION IN FRANCE 

- A ccording to the official figures, the number 
of new enterprises created in France every 
year has continually declined over the last 10 
years. There were 183,822 created in 1994 but 
only 166,190 in 1998, which corresponds to a 
drop of 9.5 per cent. 

- Public funding for business creation has been 
reduced, and management of this funding has 
been delegated to organisations working in 
the field. 

- The vast majority (97 per cent) of the enter- 
prises created in France are TPE 1 , and banks 
are more interested in bigger businesses with 
strong development potential. 

- Equity capital is the most difficult form of 
financing for a business to raise because it has 
the greatest risk. Financial backing for new 
businesses primarily takes theform of loansor 
guarantees and rarely involves equity capital. 

It is against that background that theC I G A LE 
clubs have tried to show the importance of a 
local structure, which is close to these small 
businesses and also gives savers greater control 
over how their money is used. 



THE CIGALE CLUB NETWORK 

TheCIGALE movement now boasts 110 clubs 
which, in 1999, raised approximately 1.7 mil- 
lion francs of savings, investing 1,044,643 
francs by way of equity capital in 44 enter- 
prises and creating more than 115 jobs. 

TH E MOVEMENT 
AT LOCAL LEVEL 

A CIGALE club is: 

- legally: an agreement concluded between per- 
sons (the contract sets out the rights and obli- 
gations of each member) 

- fiscally: an investment club. 

This status creates a certain number of con- 
straints for members: 

- the number of investors cannot befewer than 
five or more than 20 

- payments must be made monthly via a bank 
(a bank account is obligatory) and represent 
an average of between 50 and 300 francs a 
month 

- theclub lasts for fiveyears, with the possibil- 
ity of a further five years (10 years maximum) 

- the purpose of the club is restricted to estab- 
lishing and managing an investment portfolio. 
This means backing provided to businesses 
must take theform of a participating interest 
in the capital or a current account loan to the 
partners (loans are prohibited) of public or 
private limited liability companies or co-oper- 
atives (collective enterprises); this excludes a 
wide range of small businesses, and activities 
involving associations. 

Moreover, the clubs subscribe to a charter 
which lays down a certain number of invest- 
ment criteria. The enterprises backed must be 
collectiveenterprisesand haveasocial, cultural 
or environmental purpose. 
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G enerally, during the first year, members pay 
money into the club without investing. This 
builds up adequate initial capital (the average 
investment per project is between 20,000 and 
25,000 francs) to fund their investments. 

D uring the next four years, the C I G A L E clubs 
continue to build up funds which they invest 
and monitor the enterprises in which they have 
invested. They operate in partnership with 
local business creation organisations. 

At the end of the five years (or 10 years if 
renewed), the CIGALE becomes a so-called 
'management' club; it ceases investment activ- 
ity, but manages its portfolio of participating 
interests until they have been liquidated. 

TH E MOVEMENT 

AT REGIONAL LEVEL 

When several clubs cover the same area, they 
can to create a regional CIGALE association, 
known as a 'territorial association'. Such asso- 
ciations ensure stability and co-ordination 
between different local clubs. 

They involve: 

- the necessary logistics to support the clubs 
involved (meetings between clubs, co-opera- 
tion, training) 

- creating clubs in their region 

- a representations to local enterprise creation 
organisations 

- publicising clubs' activities 

- identifying new projects that could be of 
interest to the clubs and putting projects in 
contact with clubs 

- ensuring that local activities are consistent 
with overall guidelines. 

A t the present ti me there are three such associ- 
ations (N ord, I lede France, I Meet Vilaine) and 
a new one is being established in Burgundy. 
They require at least five club members to jus- 
tify pooling resources. Two have also taken on 
a salaried employee. 



TH E MOVEMENT 

AT NATIONAL LEVEL 

A national federation to supplement the activ- 
ities of the territorial associations was set up in 
1985. It represents the clubs: it is managed by 
a board of directors and an executive commit- 
tee elected by the general meeting and is 
responsible for implementing the guidelines 
established by the general meeting. It has two 
salaried employees. 

The federation has a twofold role: 

- it provides the services of a regional associa- 
tion to clubs which do not have one 

- it ensures that the movement adopts a consis- 
tent approach at national level: 

• it gives a wide range of clubs with different 
origins a shared identity 

• it enables CIGALE clubs to be established 
in regions not covered an regional associa- 
tion and provides support for special 
CIGALE clubs, such as clubs within com- 
panies or universities 

• it faci I itates the exchange of experiences and 
good practice 

• it represents the movement to national and 
European partners 

• it increases public awareness of enterprise 
creation using local savings responsibly. 

TH E DEVELOPMENT 

OF THE CIGALE MOVEMENT 

CIGALE clubs are nowadays established in 

the majority of French regions; only four 

regions do not have one. There have always 

been more than 60 active clubs 2 . H owever (2) Excluding 

several distinct periods stand out in the move- cigale 

m ent'S h i StO ry : 'management' clubs. 

From 1983 to 1987: very strong growth in the 
number of C I G A L E clubs. I n 1986, 100 clubs 
were established. 
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(3) 50 per cent, 
according to the 
French national 
enterprise creation 
agency. 



From 1986 to 1992: declining numbers, partly 
because thefederation suspended itsdevelop- 
ment work while it had serious financial 
problemsand also because the first clubs were 
coming to the end of five years. D uring this 
period, the number of clubs fluctuated con- 
siderably, which was also linked to thefeder- 
ation's financial problems. 

From 1992 to the present: the federation has 
succeeded in putting its financial situation on 
a healthier footing and has the necessary 
resources to operate with a stable number of 
volunteers and salaried employees. The num- 
ber of CI GALE clubs has increased regularly; 
there are now 110 active clubs and the num- 
ber of new clubs being set up exceeds the 
number of clubs finishing their term. 

The number of people won over to this eco- 
nomic viewpoint has grown in line with the 
increased number of clubs, even if the eco- 
nomic and political context has not always 
been favourable. TheC IG A LE clubs now have 
approximately 1,500 members. In addition, 
members of the clubs that are now 'managing' 
their investments do not always withdraw 
from the sector, but continue their work in 
organisations that operate in partnership with 
clubs. The movement has thus succeeded in 
mobilising people of very different back- 
grounds and enhancing their awareness of the 
social economy, at a period when people do not 
always have the opportunity to influence eco- 
nomic development. 

Some 385 enterprises received different types of 
backing from C I G A L E clubs during the period 
1983 tol999 (participating interests, current 
account loans to the partners or cash advances), 
thereby creating more than 100 jobs annually - 
atotal of approximately 1,600 jobs. Clubs have 
also provided management assistance for these 
companies, which has increased their survival 
rate after five years to 75 per cent 3 . 



It is clear, therefore, that even though clubs' 
financial and structural resources do not always 
meet their needs, the C I G A LE movement has 
demonstrated its resilience. However, even 
though the movement has achieved widespread 
recognition, both in France and abroad, it has 
not developed to the extent of networks such as 
'A DIE' and 'France I initiative'. 

PROBLEMSWITH DEVELOPMENT 

There are three main reasons why the move- 
ment has had difficulty in developing: 

The financial weaknesses 
of the national federation 

As the movement's history shows, the varia- 
tions in the number of C I G A L E clubs has been 
closely linked to the national federation's bud- 
get. During periods of financial problems, the 
federation has had difficulties co-ordinating the 
existing network and setting up new clubs. 

Thefederation'sonly income is membership fees 
(eight per cent of its 1998 operating budget) and 
subsidies linked to projects; subsidies can no 
longer be used to finance operating costs. Asa 
result it has been obliged to set its objectives 
according to funders' priorities, even if these dif- 
fer from the aims established at the start of the 
year and are not understood by theCIGALE 
clubs at local level. H owever, it would be diffi- 
cult to increase the membership fees (110 francs 
per CIGALE club member), when members 
already contribute to their clubs. The solution 
would be recognition as "public utility institu- 
tions" which would enable them to receive sub- 
sidies for operating purposes. 

National versus local activity 

N ational publicity and information, targeted at 
public authorities, requires time, human 
resources and money. At local level clubs are 
more interested in practical management, but 
national level activity is also an important way 
to establish new clubs. 
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This is a central problem - the movement con- 
stantly needsto set up new clubs, and themore 
it establishes the more it needsto establish. For 
example, 27 CIGALE clubs were set up in 
1999 (approximately 250 new members) which 
will cease their investment activities in 5 years. 
That means even more clubs will be needed to 
offset clubs that can no longer invest. 

The services are therefore provided to clubs 
which arestill being established and do not have 
any members. After that stage, members do not 
need them. Clubs therefore have good reason 
for asking what they get for their membership 
fee; national work has very little relevance to 
them. Clubs with a very local identity have dif- 
ficulty in relating to wider initiatives involving, 
for example, investment to promote solidarity 
or enterprise creation, even though these initia- 
tives should eventually benefit everyone. 

The constraintson fiscal status 

The status of an investment club imposes some 
constraints on the movement. nly 44 per cent 
of the clubs invested in 1999, because they had 
difficulty finding projects that corresponded to 
the CIGALE criteria. As indicated above, 
investment clubs can only invest in public or 
private limited companies, or co-operatives, 
which often require an investment clubs cannot 
afford. In addition, the individual enterprises 
which represent a large part of the new busi- 
nesses created (80 per cent) are excluded. 
CIGALE clubs in isolated rural areas, which 
are often not part of a regional association 
which can help them find suitable projects, 
cannot finance projects involving TPE type 
enterprises in rural areas. Finally, associations 
are also excluded from receiving financing 
from the clubs, as they have no capital. 

There are therefore a certain number of activi- 
ties that theC I G A LE clubs cannot back, even 
though there is considerable demand. Some 
clubs are forced to make loans, which they are 
not empowered to do (limited to institutions 



approved by the French Bankers A ssociation) 
and which they do not really want to do, as 
they prefer to provide equity capital rather 
than interest bearing loans. 

Tax benefits are a way of reducing risk that 
supplements other methods of financing which 
rely on guarantees and share liquidity. Clubs 
currently receive the same tax benefits as tradi- 
tional investment clubs, which do not have a 
public utility role and are solely interested in 
financial return. Investing in enterprises that 
cannot rely upon the traditional banking sys- 
tem is more risky. ne way of enhancing the 
flow of savings into the social economy would 
be to improve this tax incentive. 

Since 1998 thefederation has been holding dis- 
cussions with the M inistry of Finance with a 
view to resolving these difficulties and devel- 
oping initiatives to direct savings into social 
investment schemes. 

CONCLUSION 

The movement has expanded since 1994. 
Increasing the number of clubs will enable 
larger investments, which is the only way to 
make a serious impact in the area of enterprise 
creation. But this can only happen if local, 
regional and national activity are co-ordi- 
nated, which requires financial, legal and fiscal 
resources. The role of voluntary workers in 
business must be recognised and appropriately 
subsidised by the public authorities. This is a 
key challenge facing not only the CIGALE 
clubs, but all organisations that play a role in 
enterprise creation. 
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The Co-operative Bank 

the nearest thing yet in the UK to a tr 



In 1997, as it celebrated its 125th anniversary, The Co-operative Bank announced 
the introduction of its new 'Partnership Approach' - which sought to define a new 
model for managing a successful business in the 1990s, and beyond. 



Paul Monaghan, 
Partnership 
Development 
Manager, 
Tel. +44(0)161 829 5460 
Web: 

www. co-operativebank. co. uk 



Clearly reflecting traditional co-operative val- 
ues, the A pproach is based on a commitment to 
serving the interests not just of shareholders (as 
with a p. I.e.) or customers (as with a mutual), 
but of everyone involved in making a contri- 
bution to the business success - the banks seven 
Partner groups. 

The Co-operative Bank's Partners are defined 
as: staff & their families, suppliers, the local 
community, national and international society, 
customers, shareholders, and past & future 
generations of co-operators. In developing the 
'Partnership Approach', the bank consulted 
widely with all partners from an early stage. 
For example, in M ay 1997 all 1.2 million cus- 
tomers were sent a Report detailing the Part- 
nership A pproach and a feedback form. M ore 
than 100,000 (12%) completed and returned 
the questionnaire. A tremendous figure, when 
one considers that the average response rate to 
a direct mail campaign is between 1% and 2% . 
Of the respondents, 97% agreed that "com- 
mercial organisations have a purpose beyond 
profit", and that the bank "had a responsibility 
to all its partners, and not just shareholders". 

In the first instance, this requires a regular 
audit of the degree to which the bank delivers 
valueto each Partner - where 'value' isdefined 
by thePartner. Secondly, in linewith the bank's 
ethical and ecological commitments, it requires 
that an assessment is made as to whether such 
value is delivered in a socially-responsible and 
ecologically-sustainable manner. 

The results of such an audit were published - 
warts and all - in the Bank's first Partnership 
Report, in April 1998. 

THE PARTNERSHIP REPORT 

TheC o-operativeBank consider that their first 
'Partnership Report' is the UK's nearest thing 
yet to a true corporate sustainability report. 
This contention is based on the fact that the 



Bank's Report not only measures social 
responsibility and ecological sustainability, but 
also the degree to which the business delivers 
value to all of those partners on whom it is 
dependant. So, whilst a traditional 'social 
audit' will assess whether a detergent is made in 
an ethical and ecological manner, it will not 
necessarily measure whether it actually does 
thejob of cleaning, or whether it is price com- 
petitive. The C o-operative Banks Partnership 
Approach recognises that if the organisation 
wishes to be around for another 125 years, then 
it will need to continue delivering value to 
those parties on whom its is dependant. 

It is the Bank's intention that the Partnership 
Report be viewed as an open and honest assess- 
ment of the Bank's performance. To this end, 
external verification was secured from a num- 
ber of independent experts. The Centre for 
Tomorrow's Company assess the degree of 
inclusivity, Business in the Community assess 
corporate community initiatives and "ethics 
etc" act as overall auditor (bringing in envi- 
ronmental experts from the U niversity of Sun- 
derland as appropriate). 

Richard Evans, from ethics etc., who acted as 
an independent external auditor for the Part- 
nership Report, states in the report that: "O n 
the basis of the audit I am satisfied that the 
Partnership Report for 1997 gives an accurate 
and balanced view of the Bank's relationships 
with its Partners during this period". In a 
review of the Bank's ecological performance 
ethics etc., also concluded that the Bank's 
"determination and commitmentto minimising 
its depletion of global resources and contribut- 
ing to sustainability deliberately sets a high 
standard for other businesses to follow". 

SEEKING FEEDBACK 

It is considered vital that the bank receives thor- 
ough feed-back on its Report from all Partners. 
To this end, the Report has been made widely 
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availableand acommitment madethatall feed- 
back will be summarised in thefollowing year's 
Report. H ighlights include thefollowing. 

Jonathon Porritt, the UK's leading environ- 
mentalist, has commented that "As people con- 
tinue to wrestle with what sustainable devel- 
opment really means,TheCo-operativeBank's 
Partnership Report gives an innovativeand sig- 
nificant insight into that reality." Paul 
H awken, one of the leading environmentalists 
in the US has commented "The report is 
superb... Really amazing in its completeness 
and scope. A pleasure to read too." I n a recent 
review of environmental reports from all over 
the world, Tomorrow Magazine, one of the 
world's leading Business and Environment 
Journals, acclaimed in January 1999 that the 
Banks Report was the world's most significant 
corporate publication (in terms of sustainabil- 
ity) during 1998. 

I n February of the same year, M ichael M eacher, 
the UK Environment Minister, presented the 
Bank with a special one-off commendation 
from theU K Environmental Reporting Awards 
for the best Social / Stakeholder Report. And in 
M arch, the bank received a special commenda- 
tion from the European Environmental Report- 
ing Awards for Stakeholder Reporting. In 
A ugust 1999, the Bank will produce its second 
Partnership Report, allowing partners to review, 
year on year, progress on the issues that matter 
most to them. This will be the first time a com- 
pany in the U K has produced a social audit in 
two consecutive years that has been exhaus- 
tively externally verified. 

Informed media comment has been largely 
positive. The I ndependent newspaper reported 
that "The Co-operative Bank is setting new 
standards in social responsibility and ecologi- 
cal sustainability in a move that will challenge 
companies that have sought to bolster their 
reputation by stressing their commitment to 
the wider community." 



The G uardian newspaper has commended the 
Bank for its " publish and bedamned approach... 
which other leading companies would do well 
to follow suit." A n independent study of all of 
the media coverage realised by the Report pro- 
duced by PR Week found that the five key mes- 
sages to come across were all positive. 
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D alston C ity Business 



The Dalston City Business Credit Union (DCBCU) started life as an informal savings group 
in 1995 and achieved registration in March 1996. Local traders wanted banking facilities 
that took into account seasonal earning patterns, were accessible and had speedy 
decision-making procedures. However, the lack of other business credit unions in the UK 
made it hard to learn from other experience. 



Dalston City Business 
Credit Union Ltd 
18Ashwin Street 
London E8 3DL 
Tel. +44 20 7923 3783 
Fax +44 20 7249 1347 



DCBCU is a not-for-profit organisation which 
provides a savings and loans facility for local 
businesses. As a credit union it can only lend to 
individuals, so individual businessownersjoin 
and access loans for business or personal use. 
M embership is restricted to individuals oper- 
ating a business within the D alston area. It has 
aboard of directors as well as two committees; 
the credit committee considers all loan appli- 
cations and the supervisory committee is 
responsible for DCBCU 's internal auditing. 
All board and committee members are mem- 
bers of DCBCU. 

DCBCU also provides: 

- stability: fixed interest rates on loans are unaf- 
fected by changes in national rates 

- security: it pays loan protection and free life 
insurance cover 

- ownership: the members control it themselves 
and know who they are lending to, and who 
they are borrowing from. I n addition, interest 
on loan repayments is ploughed back 

- local trading between members 

- advice on accessing external markets. 

verhead costs were met by statutory start-up 
funding plus an additional £10,000 from the 
E uropean Social F und. N ew members pay a £5 
membership fee and make an initial deposit of 
£10. They must save at least £10 per month. 

M embers can take out a loan after six months 
of continuous saving. Initial loans are available 
at up to 1.5 times the individual's level of sav- 
ings. This ratio increasesover time- subject to 
the individual's repayment record - up to 2.5 
times the individual's savings and a maximum 
of £10,000. Loans are generally repaid over a 
one to two year period and members are 
encouraged to continue depositing savings 
whilethey repay. The rate of interest is fixed at 
12.68 per cent APR which is equivalent to one 
per cent a month. 



DCBCU aims to achieve financial self-suffi- 
ciency, and plans recruit new members exter- 
nally, particularly from the many local market 
traders. M embers have also been active in set- 
ting up a local community credit union. 

CRITICAL ISSUES 

DC BC U is currently undergoing considerable 
change, as the main funder no longer exists. 

There are, however, a number of key lessons to 
date: 

- patience: the initial setting up period took 
much longer and was much more problematic 
than anticipated. Registration as a Friendly 
Society in particular took a long time and 
demoralised some of the organisers 

- learning from others: the strong credit union 
network has been invaluable 

- time constraints: ownership and management 
by members has both benefits and problems. 
Small business owners tend to be very busy, 
particularly if they have no other paid staff 

- sources of funding: DCBCU received almost 
all of its start-up funding from one source, 
which has now ceased. It might have bene- 
fited from earlier planning for the end of the 
grant period 

- financial viability: to be viable, a business 
credit union needs to keep down running 
costs that are passed on to members. This 
necessitates low cost or voluntary co-ordina- 
tion and members with sufficient time and 
enthusiasm to put into it: or sharing running 
costs with other credit unions 

- additional services: business credit unions 
have different needs from community credit 
union, including business development 
advice. The pool of skills and experience 
within a business credit union could provide 
a considerable help for this; and by coming 
together businesses may also be able to 
increase their bargaining power 
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- forward planning: the people initially 
involved in setting up D C BC U had a vision 
for what they wanted to achieve, but no 
development strategy. 

CONCLUSION 

D C BC U is one of only a handful of business 
credit unions in theU K to date. Structurally, it 
differs from acommunity credit union primar- 
ily in the nature of its common bond, which 
ensures all members have a business interest. 
This structure is relatively straightforward 
and replicable, and could potentially providea 
mechanism for providing savings and loan 
facilities in areas where small businesses may 
otherwise struggle to access credit. It might 
also help to provide a degree of financial sta- 
bility amongst the small business sector, which 
tends to be strongly affected by fluctuations in 
the wider economy. 

A number of practical points will need to be 
considered if what is a good idea in theory is to 
work in practice in a particular location. 
DC BC U still faces a challenge in consolidating 
and strengthening its position asoneof the first 
business credit unions in the U K . 
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Ecology 

Building Society ojk) 

by The Ecology Building Society grew out of the green movement of the late 1970s, which 
emphasised simple living and self-sufficiency. Environmentalists who wanted to buy and 
Paul Ellis, renovate older properties were finding it extremely difficult to get loans, and were often 

pushed into taking on high cost bridging loans; using expensive contractors; and carrying 
Chief Executive out unnecessary works at the lender's request. 



Ecology Building Society 
Mr Paul C. Ellis 
15 Station Road 
Cross Hills, Keighley 
West Yorkshire 
BD20 7EN, UK 
Tel. +44 1535 635 933 
Fax +44 1535 636 166 
Email: info@ecology.co.uk 



The Ecology Building Society was formed in 
1981 with just £5,000 capital to pursue an eco- 
logical approach to lending favouring renova- 
tion over new-build; environmentally con- 
scious new homes over regimented, flimsily 
built suburban homes; rescuing derelict land 
over using greenfield sites; and creating benefit 
to the wider community. 

Since its foundation, the society has experi- 
enced growth in assets that has outstripped the 
rest of the building society movement. I n the 
1980s annual growth rates of 30 to 40 per cent 
were not uncommon, and it remained the 
fastest growing society in the U K during the 
1990s. The society has made no acquisitions; 
the entire business has been built on funds 
deposited by the membership. From theinitial 
£5,000, assets have grown to £29 million, with 
18 per cent growth in 1999. 

This growth demonstrates the need for this 
type of service. Small is appropriate, becauseof 
the nature of the risk; the lender must under- 
stand the nature of a building or project that 
would be rejected by conventional assessment 
systems, and carefully assess the borrower's 
capacity to undertake the work. Such consid- 
erations do not fit well with computerised 
credit-scoring systems. 

Building societies have many limitations, not 
least the requirement to make 75 per cent of all 
lending on residential property. H owever, the 
Ecology Building Society has always empha- 
sised the type of individual action which the 
U K building society movement, with its basis 
in mutual self-help and co-operation, has 
exemplified. The society is unusual amongst 
small building societies in having borrowing 
members and savers in all parts of the U K . 



CRITICAL ISSUES 

The society has developed expertise in lending 
in restricted markets, so it lends to people who 
might not otherwise get loans, such as people 
working in agriculture or forestry. By lending 
against the value of derelict properties, it has 
made it possible for these properties to be 
reused. H owever, sceptical regulatory author- 
ities have had to be reassured that this type of 
lending makes sense and does not imply 
unnecessary extra capital requirements; it helps 
that the society can point to its extremely low 
rate of arrears, which means it currently carries 
no provisions against loss. 

A further problem is the valuation process, 
which does not easily accommodate uncon- 
ventional properties. Thesociety hasaconstant 
problem finding valuers who understand its 
properties and assess demand; in fact it is cre- 
ating a new market. 

CONCLUSION 

The Ecology Building Society does not want to 
pursue growth for its own sake, but it is still rel- 
atively small. 1 1 can only process a limited num- 
ber of properties at a ti me, and the size of its cap- 
ital base limits the size of the loans it can make. 
Without acquisitions, the society must either 
grow to increase its capital and therefore its lend- 
ing capacity, or seek external sources of capital. 

A Ithough the society plans to retain its focus 
on individual action, growth will enable it to 
increase its funding of collective ventures, 
through community groups and socially 
minded businesses. It expects to take a more 
direct role in initiating projects with environ- 
mental and social benefit. 
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The Full Circle Fund (FCF), inspired by the Grameen Bank model, offers free training, 
support and access to loans to women entrepreneurs through a group lending 
model. It operates in three areas of Norfolk. It has taken around two years to start 
up and has just started making loans. 



Erika Watson 
Full Circle 
WEETU, Sackville Place 
44-48 Magdalen Street 
Norwich, NR3 1JU 
UK 

Tel. +44 1603 767367 
Fax +44 1603 666693 
Email: weetu@netcom.co.uk 



FCF isfounded on theassumption that financial 
viability is unlikely to be compatible with 
effective poverty alleviation of the target group. 
It is therefore determined to resist the pressure 
to diversify into more profitable, larger loans. 

Women's E mployment, E nterprise and Training 
U nit (WEETU ) isthe parent organisation run- 
ning the FC F. It was set up in 1987 in response 
to the marginalisation of women in the econ- 
omy of the N orwich area, and noted a steady 
stream of women interested in self-employment 
who found it difficult to access suitable support 
and advice. Some reported feeling patronised 
and that their ideas were not taken seriously; 70 
per cent had had no access to initial finance, 
training or support; many felt isolated. WEETU 
concluded that a suitable scheme to help new 
entrepreneurs should combine access to finance 
with training and support. 

FCF is a not-for-profit entity, which offers 
support including credit, business training, 
help with child care and transport costs. It does 
not seek to replace other forms of financial 
support for small businesses, but to provide a 
springboard from which borrowers can access 
loans from mainstream financial institutions. 

FCF has gained statutory, charitable and pri- 
vate funding. This covers two full-time project 
workers plus bought in specialist training. I n 
addition, a separate loan guarantee fund of 
£20,000 is required as a back-up. 

Loans themselves are made via a stream of 
credit from the Charities Aid Foundation 
which is lent to FCF and then lent out at a 
slightly higher rate of i nterest to the individual 
groups. Loans will be made at 1.5 per cent over 
base rates. By the end of December 1999 
almost 150 women had participated training 
courses; 37 women had formed eight lending 
circles; and 11 had then taken outthefirst loans 
to help them to start up their own businesses. 
All loans were made without credit checks or 



guarantees (because of the collective responsi- 
bility built into the model) and all assessed and 
approved by their lending circle.Thedevelop- 
ment stage of the project has three phases, dur- 
ing which participants: 

- Attend a six-week training course for one 
morning per week to develop their business 
ideas, carry out market research, and gain 
confidence as entrepreneurs. 

- Attend a five-week training course for two 
days per week providing specific training in 
business skills, and draw up a business plan. 

- Form borrowing circles of four to six women 
who establish their own group rules. G roups 
assess each loan application and work 
together to ensure that repayment. After the 
training period, monthly centre meetings go 
over procedural matters, such as checking 
repayment accounts. Additional training is 
also available. 

D uring training and for the first year of self- 
employment, FCF helps borrowers with child- 
care and transport costs. 

I nitial loans are small, normally £500 or below, 
but borrowers can graduate to loans of up to 
£2,000. Repayments are made from a group 
bank account. G roup members share liability 
for all loans to the group, so they cannot access 
further loans until all members are up to date 
with repayments; they are expected to have a 
strategy to deal with defaults, although they do 
not repay the loan of a member who defaults. 
A serious default may lead to a loan being 
rescheduled or written off, but legal proceed- 
ings will only take place if there is evidence of 
fraud or negligence. 
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CONCLUSION 



WEETU does not have any plans to achieve 
self-sufficiency, which would require bigger 
loans, many more loans, or much higher inter- 
est rates - subverting the original aims of the 
fund, and hampering the provision of high 
quality training. There may be long-term 
potential for financial self-sufficiency if the 
training can be separated from the loan fund. 

US research finds that rapid scaling up is a 
common cause of problems among peer-lend- 
ing funds, because they lose sight of local con- 
text and dilute their effectiveness. A further 
issue currently under debate is whether to 
introduce compulsory savings. FCF already 
has a built in group emergency fund but many 
programmes have a compulsory savings ele- 
ment which has screened out those who were 
not serious about the scheme and encouraged 
financial literacy. 

WEETU is lobbying for a 'welfare waiver' so 
women can continueto receive benefits during 
thefirst two years of self-employment. I n parts 
of the U S entrepreneurs are allowed two years 
to build up their business while still receiving 
benefits. 

Setting up a new scheme requires patience and 
tenacity. In particular, people tend to be suspi- 
cious of anything which involves 'credit'. It 
took WEETU two years to reach the stage of 
recruiting thefirst entrepreneurs, but interest is 
growing and W EETU 's second intake is likely 
to be oversubscribed. 



It remains to be seen to what extent a model, 
largely untested outside the developing world 
and the U S, can successfully be adapted to the 
UK. WEETU recommends a minimum three 
year pilot stage in order to draw useful results. 
This implies a minimum £80,000 per year pro- 
ject funding, in addition to the loan fund and 
guarantee fund, to fund development workers 
and training as well as overheads. A new scheme 
should be highly sensitive to the local context 
and must start small, only seeking to scale up 
when the model has been thoroughly tested. 

WEETU believes the group model iscrucial in 
encouraging people to work co-operatively. 
The loan binds people together, and is backed 
up by the mutual support which can be invalu- 
able in starting up a small business. The fund 
also has community development goals, seek- 
ing to contribute to the wider regeneration of 
the area through creating local wealth and pro- 
moting self-employment as a route to financial 
self-sufficiency. It also provides scope for 
women to act as positive role models both for 
their community and their children. 

The results of the pilot stage will obviously 
influence decisions on what happens next, but 
the Director is very keen that scaling up the 
project should be handled carefully. WEETU 
argues that self sufficiency should be under- 
stood in terms of successful outcomes for par- 
ticipants rather than covering costs. 
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Fundusz M ikro (Poland) 



Fundusz Mikro (FM) was established in 1994 under the auspices of the Polish 
American Enterprise Fund. It is a limited liability company registered under Polish 
law, and a wholly-owned subsidiary of a US not-for-profit company set up in 1990 
to stimulate the development of private enterprise in post-communist countries. 



Fundusz Mikro 
Ul. Zurawia 22, 
00-515 Warszawa 
Poland 

Tel. + 48 22 629 00 92 
Fax + 48 22 628 88 11 
Email: fm@funduszmikro.com.pl 



The philosophy of FM s approach was based 
on the conviction that micro-finance is needed 
in the N orth as well as the South. 

FM is a very flat organisation with 10 senior 
managers, seven of which are heads of regional 
offices; 11 back office staff; and 51 field offi- 
cers. Each local office has on average two loan 
officers who approve around 20 new loans per 
month and serve a portfolio of some 100 clients 
at any onetime. 

FM is developing over phases with the long- 
term aim of becoming a self-sufficient financial 
institution offering a range of loans, savings, 
other financial services and non-financial ser- 
vices to Polish micro-entrepreneurs. It draws 
on a range of other models, probably most 
closely the BancoSol in Bolivia. 

From February 1995 to February 1996, FM 
simultaneously undertook nine pilot loan pro- 
grammes, testing different lending methodolo- 
gies, location sizes, field officer seniority levels, 
client genders and distribution mechanisms. It 
decided to work from a city location, offering 
a range of individual and group loans. Loans 
are distributed using junior level staff 
employed directly by FM . 

FM advertises its loan products through a 
range of media, including both formal and 
informal channels. A pplicants complete a sim- 
pleform but do not need a business plan. D ur- 
ing the assessment period loan officers work 
closely with applicants to assess business via- 
bility and to establish the correct loan amount 
and terms. 

During the pilot stage FM discovered that 
group loans were probably the only way to 
reach the scale of operation necessary to break 
even within fiveto six years, and built in incen- 
tives for this through interest rates and the 
number of external guarantors required. 



N 0. OF 
BORROWERS 



N O. OF 

Guarantors 



Annual 
Interest Rate 



1 


AT LEAST 3 


37% 






35% 


3 


AT LEAST 1 


33% 





All group members are jointly liable for loan 
repayments, so if one member defaults the oth- 
ers are responsible for repayment and nobody 
can access further loans until full repayment. 
G roups of at least four borrowers account for 
80 per cent of FM 's loans. The average loan size 
is $1,600 up to a maximum of $8,500. The aver- 
age loan term is nine months, with a maximum 
of 12 months. Loans are made for working cap- 
ital or investment purposes but not for con- 
sumption. Working capital loanstend to be paid 
back within six months and investment loans 
within 10 months. Loan terms are deliberately 
short to provide an incentive for repayment so 
that further loans can then be accessed. Bor- 
rowers also build up a good credit history which 
can help them access mainstream finance. 

By the end of M arch 1998 FM made cumulative 
disbursements totalling $20.8 million with $8.8 
million of loans outstanding. The delinquency 
rate was 2.2 per cent for repayments up to 180 
days late, and 1.2 per cent for later repayments. 
By N ovember 1998 FM was covering 86 per 
cent of operational costs from lending opera- 
tions. Additional revenue (such as interest on 
cash balances) provides net profit. 

H aving developed a successful loan product for 
very small businesses, FM is now exploring 
new products and directions.Theseincludean 
ongoing service which can approach (but not 
match) that provided by the mainstream banks, 
to help clients graduate smoothly to the banks; 
and a loan product for the poorest business 
start-ups. 
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N ew microfinance organisations usually have 
to choose between minimising costs and max- 
imising revenue. FM aimed to combinethebest 
of both approaches - i.e. the speed to sustain- 
ability of thecost-minimisation model with the 
outreach and impact of the revenue- maximisa- 
tion model - and decided to design the full- 
scale institution upfront, to hire the future 
senior managers immediately and, after an ini- 
tial year, to open as many branches as possible. 
Although this involved financial exposure 
through short term operating deficits, over a 
five year period it was a much cheaper, shorter 
and surer way to sustainability. 

CRITICAL ISSUES 

M icro-finance has its limits. At the upper end, 
loans are so great that borrowers cannot raise 
the money to repay if their businesses collapse; 
peer group guarantees are only better than 
physical collateral if they provide an effective 
back-up repayment source. At the lower end, 
every business, however tiny, should generate 
net cashflow surpluses. When interest- bearing 
debt is used as a substitute for seed equity, it 
inevitably puts a huge burden on fragile, 
uncertain cashflows. Some public sector and 
voluntary sector programmes incur large 
defaults because they do not observe this rule. 
FM will lend to any micro-enterprise with at 
least three months' net cashflow surplus - this 
does not preclude anyone with a serious idea 
from starting and returning in three months, 
and does effectively screen out businesses that 
people are only prepared to try with someone 
else's money. 



In the South, high transaction costs are dealt 
with by highly streamlined procedures, vast 
economies of scale and charging substantially 
higher interest rates than bank rates. Stream- 
lining and economies of scale are equally pos- 
sible in the N orth. 

FM has so far not found a strategy for refi- 
nancing 'grown up enterprises'. The step- 
lending methodology (based on 'group collat- 
eral') has natural limitations for larger 
investments because of the increasing risk for 
the co-guarantors or co-borrowers. 

CONCLUSION 

FM demonstrates how a micro-credit opera- 
tion can keep unit costs to a minimum, gener- 
ate high volume (over 15,000 loans in the first 
four years) and still keep loan loss rates low 
(i.e. well under two per cent). It has provided 
incentives for group loans with lower interest 
rates (seven to nine per cent below individual 
loans) and implemented an ambitious growth 
and business plan. H owever, large scale micro- 
finance must still take account of local diver- 
sity. To some extent there will be a tension 
between meeting needs and achieving financial 
viability. ther organisations seeking to adapt 
the model need to decide their target, and to 
assess potential viability accordingly. 

U pfront finance was invaluable for running the 
pilots, establishing a viablefinancial institution, 
and ensuring a lasting, stable organisation. 
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The Glasgow Regeneration Fund (GRF) was set up by a public and private sector partnership to 
provide financial support to business start-ups and existing businesses located in the eight 
Regeneration Areas in Glasgow. It is the first loan fund managed by Developing Strathclyde Ltd 
(DSL) and also receives grants from the European Union European Regional Development Fund. 



David Brown, 
Chief Executive 
Developing Strathclyde Ltd I 
Glasgow Regeneration Fund 
30 George Square 
Glasgow G2 1BB 
Tel +44 141 221 545 
Email: david@regenfund.co.uk 



GRF aims to stimulate enterprise in socially 
disadvantaged areas of G lasgow. The eight tar- 
get Regeneration Areas have been officially 
recognised as disadvantaged; they contain 44 
per cent of G lasgow's resident population and 
over 60 per cent of the city's long term unem- 
ployed, and a range of other physical and social 
difficulties. 

GRF's remit is to provide access to business 
capital on a commercial basis with the mini- 
mum of eligibility criteria, particularly to indi- 
viduals with little or no security, whilst taking 
an 'informed' view of their business proposi- 
tion's long term viability. D SL funds business 
start-up and development through loans, 
equity or bank guarantees. Repayment is flex- 
ible and may include capital repayment 'holi- 
days' and staged repayments. Loans are typi- 
cally small scale, between £1,000 and £20,000. 

GRF is not a conventional local finance vehi- 
cle, in that (a) it represents a partnership organ- 
isation with contributions from the private and 
public sectors which was matched by funding 
from the European Regional Development 
Fund and (b) G RF isafunder of last resort but 
will on occasion take the approach of gap fu ri- 
der finance. A Ithough not a commercial organ- 
isation (interest rates are low compared to bank 
charges), DSL/G RF is a professionally run and 
independent organisation, and has successfully 
achieved quite rigorous lending outputs. 

GRF made its first loan in January 1994; since 
then over £2million has been invested in 240 
small businesses from across the Regeneration 
A reas. A bout 50 per cent have been new busi- 
nesses; the others were looking to expand or 
were at risk of closing down. By 1999, GRF 
loans were responsible for over 1500 new jobs 
and safeguarded 410 jobs at risk; and 82 per cent 
of the businesses assisted by G RF continue to 
tradefor morethan oneyear following funding. 



From the total fund of £3 million (received 
from organisations and companies in the pub- 
lic, private and third sectors) GRF has invested 
£1,918,741 to end of M arch 1999; 82 per cent of 
this money is invested in loans, nine per cent in 
grants and nine per cent in equity. D uring this 
period annual operational costs were £175,000 
and the total fund invested in loans was 
£395,100. 

CRITICAL ISSUES 

There is evidence that G RF is currently run- 
ning down by some £200,000 per year; balanc- 
ing total loan capital disbursed plus the opera- 
tional cost plus write-offs against incomefrom 
interest rates and loan collection. Although 
well managed, the Fund consciously chose to 
operate in areas and markets considered most 
difficult. The fund will not be able to survive 
without further grants and funds from the 
public or private sector. 

Co-operation with the banking sector is estab- 
lished through financial support and in-kind 
support, including seconded fund managers. 
The banks' incentive is that this way they can 
learn about the economic 'enterprise network' 
in Glasgow and Scotland and the needs of 
'micro' clients; build up a good network of 
enterprise contacts; and develop their future 
client base more effectively. 

DSL has just launched a new social enterprise 
fund, targeted at Glasgow's social economy 
organisations, who may need only very small 
loan amounts but can show an ability to repay 
the loan. 

It will beavailablefor not-for-profit organisa- 
tions (new and existing) which provide some 
benefit to the local community. 
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Founded in 1974 by anthroposophic oriented founders, the GLS Gemeinschaftsbank ('community 
bank') is probably one of the most unusual credit institutions in Germany. With two sister 
institutes - the non-profit credit guarantee co-operative (GKG, founded in 1966) and the 
non-profit trust (GTS, an association of about 240 charitable companies, founded in the late 
1950s) - the co-operative bank today has over 17,000 members and customers. 



GLS-Gemeinschaftsbank eG 
Oskar-Hoffmann-Str. 25 
D-44789 Bochum 
Tel. +49 234 3079 30 
Fax +49 234 3079 33 
Email: GLS.Bochum@t-online.de 
Web: http://www. 
gemeinschaftsbank. de 



C redits are not assigned according to the prin- 
ciple of maximising profit, but according to 
social and environmental impact - for instance, 
Rudolf Steiner schools and biodynamic agri- 
culture. Projects pursuing a general or com- 
munity interests with the G LS credit pay no 
interest. I nstead, the applicants bear the credit 
costs of 'their' bank. Two thirds of the G LS 
credits are assigned on this basis. 

The GLS community bank in Bochum is one 
of the oldest 'alternative banks' in Germany, 
created in 1974, 14 years before the better- 
known kobank. With a total balance sheet of 
DM 289 millions (1998) - similar to the 
6 kobank - the GLS bank has branches in 
H amburg, Stuttgart and M unich. It is a fully 
recognised G erman bank. 

GLS represents 'community for borrowing 
and giving'. The majority of projects financed 
are concerned with education (Rudolf Steiner 
schools), agriculture (ecological agriculture) 
and renewable energies (wind and water power 
funds). Most savers are socially and ecologi- 
cally committed individuals with few institu- 
tional investors (with the exception of anthro- 
posophic organisations). Criteria are strict. 
Financial security is ensured - if material col- 
lateral is missing - by personal endorsements 
(usually no more than DM 5,000 per person). 
The interest rate charged to borrowers directly 
reflects the operational costs of the bank, and 
works out at between 2 percent and 4.5 percent 
over the last 20 years. Furthermore the G LS 
bank does not need to generate profits and has 
significantly fewer creditfailuresthan average. 

G LS collects money with classical banking tools 
and holding funds, and passesed it on in the 
form of credits. Deposits are protected as nor- 
mal. The risk capital is developed only by the 
holding funds and the G KG Beteiligungs-AG , 
which has recently become part of the GLS 
group and equips enterprises with own capital 
funds. The investors are usually satisfied with 



net yields more or less below market conditions. 
Conditions depend upon the interest rate spec- 
ifications and the levels of interest savers 
renounce, as well asthelevel of theannually cal- 
culated 'reallocation' paid by borrowers. The 
bank calculates this reallocation in order not to 
make a profit but to obtain a balanced result. 
The system of 'cost reallocation' makes banks' 
operations transparent, and smaller interest 
charges benefit applicants directly. 

Other more focused offers include the green 
account, Rudolf Steiner school savings account, 
local savings products, renewable energy, agri- 
cultural savings accounts, overseas develop- 
ment, and cultural finance savings bonds. GLS 
also offers consultancy in fundraising, restruc- 
turing assets into donations and gifts, and legal, 
tax, economic and inheritance affairs. 

CRITICAL ISSUES 

Some borrowers find obtaining credit too 
complicated and time-consuming and prefer 
conventional banks, despite themorefavourable 
G LS conditions. 

Large failures on credits are not common. The 
scopefor credits, however, is limited by the still 
relatively small amount of own capital. The 
expansion of thevolumeof loans depends on the 
growth of the co-operative capital. GLS covers 
morethan 10,000 investors in G ermany. 

M any investors are deterred by the fact they 
will not profit from usual market conditions. 
The term, 'anthroposophic bank' may put off 
some people, even though many projects are 
unconnected. 

Tax exemptions for investments in renewable 
energies (already implemented in the N ether- 
lands) and social projects would certainly 
attract more investors. 
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I ndustrial C ommon 
wnership Finance 
L imited (uk) 

ICOF was formed in 1973 to meet the demand for finance from worker co- 
operatives in the UK. The problem at the time was that the worker co-operative 
in its modern form was a very new form of business structure and conventional 
sources were reluctant to provide finance. 



1 15 Hamstead Road 
Birmingham B20 2BT 
England UK 
tel00 44 121 523 6886 
fax 00 44 121 554 7117 
Email: 

Andrew. Hibbert@icof. co. uk 
Site: www.icof.co.uk 



A worker co-operative is defined as a business 
which is owned and controlled by its workers 
on the basis of one member one vote. U sually 
each member has a £1 share. Banks were 
uneasy with this structure because they feared 
that the business would be inefficient; that 
workers would be tempted to pay themselves 
more than the business could afford; and 
because co-operatives did not want members 
giving personal guarantees as security on any 
loans the bank might make. Such guarantees 
were, and are, perceived by co-operative mem- 
bers to be divisive because some members may 
well have significantly more to lose than oth- 
ers. In the initial period ICO F's source of cap- 
ital was in the form of donations and deposits. 
H owever, in 1976, £250,000 of central govern- 
ment money was released under the terms of 
the I ndustrial Common wnership Act. 

The initial funding of £250,000 from central 
government enabled over 120 loans totalling 
£725,000 to be made between 1976 and 1984, 
before loan and revenue losses made further 
lending impossible. Throughout the 1980s 
ICOF expanded, because it was entrusted by 
many local authorities to administer co-opera- 
tive loan funds in their areas. This was a time of 
rapidly rising unemployment in the UK and 
local authorities, particularly Labour controlled 
authorities, were keen to generate jobs and to 
promote worker ownership. Local funds were 
started in areas including the West M idlands, 
West Glamorgan, London, Manchester, York 
and N orthampton. O ver the years, these funds 
have proved a cost effective way of regenerating 
local economies. M ost still exist today and con- 
tinue to be used by IC O F to make loans. 

By 1987, however, it was clear that a new 
national fund was needed as local funds were 
too isolated and the initial government funding 
was becoming stretched. M oreover, the Bank- 
ing A ct of 1987 made it no longer possible for 
ICOF to accept deposits from individuals and 
successful co-operatives. Accordingly, a new 



investment vehicle was formed in the shape of 
a public limited company. ICOF PLC began in 
1987 as a subsidiary of IC O F Limited, with the 
specific purpose of raising capital by public 
share issue. Preference shares were offered, 
redeemable after 10 years, and £550,000 were 
purchased. This was a pioneering approach to 
ethical investment, and it also spread share- 
holders' money across a wide portfolio of 
loans to reduce risk to the investor. I nvestors 
were invited to waive dividends, which could 
then be used as a guarantee against bad debts. 

By 1989 ICO F's cumulative lending had passed 
£1.5 million, with net assets reaching £1.2 mil- 
lion. For some time, it had been receiving 
increasing numbers of loan applications from 
businesses which were not technically worker 
co-operatives, although they were democratic 
in nature and possessed explicit social objec- 
tives. These community businesses or social 
enterprises were often trading arms of churches 
or charities serving the needs of a local, socially 
excluded community, with a locally elected 
management board and a commitment to 
empowering those who worked for the organ- 
isation. I n other words, like worker co-opera- 
tives, they could not uproot themselves and 
start trading again in a different part of the 
country. I n 1994, therefore, I C O F C ommunity 
Capital was launched to extend the lending 
remit to such organisations. C ommunity C ap- 
ital was a new U K investment society, offering 
individuals and organisations withdrawable 
membership shares. It raised £450,000 and has 
become ICO F's most popular fund. 

I n 1997, the PLC fund launched another share 
issue, partly to encourage theoriginal investors 
to re- invest rather than redeem their shares, 
and partly to raise new lending funds. The 
PLC fund is now worth over £1 million. ICOF 
is presently in the middle of another share issue 
for the Community Capital fund where 
demand for loan finance is so high that it is in 
danger of outstripping supply. 
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CRITICAL ISSUES 

There are a number of problems with the 
approach which ICOF has adopted, both for 
I C F itself and for borrowers. 

Security 

The original problems which I CO F was set up 
to address - namely the reluctance of banks to 
provide loan finance for businesses which have 
explicit social objectives or a different organi- 
sational structure from the norm - remain. 
ICOF continues to have a policy of not asking 
members of businessesfor personal guarantees. 
This enables those who have no assets to bor- 
row. It also prevents arguments over whether 
some members are being asked to sacrifice more 
than others in the event of default. 

Interest 

I n the early years of I C F, most of the money 
obtained as lending capital was 'free', in that it 
was provided by central and local government 
which did not expect to receive it back. This 
meant that interest rates were potentially lower 
to the borrower. H owever, the launch of the 
PLC and Community Capital funds commit- 
ted ICOF not only to repaying the capital 
invested, but also to paying dividends and 
interest where possible. ICOF also introduced 
variable rate loans. The recent general trend to 
lower interest rates has meant that ICOF 
receives less back from the borrower and from 
the money it holds on deposit. 1 1 has therefore 
become more difficult to cover costs and it is 
difficult sometimes to lend at as low an interest 
rateasICO F would like. This can occasionally 
make an I C F loan uncompetitive. 

Losses 

During the 1980s there was consider able pressure, 
particularly from the local authorities which had 
gifted money, to make loans in order to create 
jobs. This led to higher risk loans, causing cumu- 
lative losses to risein 1986 to 30 percenLThiswas 
not a sustainable policy. I n order to meet costs, 
especially in the light of declining interest rates 
(see above), and also the need to repay investors, 
ICOF has had to reduce losses dramatically. In 
thelasttwo financial years thorough monitoring 
and appraisal have reduced losses to 3.5 per cent 
and 4.2 per cent. H owever, this does mean that 
ICOF is making fewer loans to new start busi- 
nesses, which are inherently risky. 



Shortage of capital 

ICOF is now raising investment funds from the 
general publicforthefourth time. Today, itisin 
competition with other forms of ethical invest- 
ment. It becomes harder each timeto raise lend- 
ing capital and there is a strong possibility that 
the Community Capital fund will be con- 
strained by a shortage of capital. I n terms of the 
total amount lent, the last two years have both 
been records. I n 1999 ICOF lent £680,000. 

Equity 

ICOF has always been a loan fund: that is, it 
provides loan capital. M any in the social econ- 
omy feel that loan finance is too expensive for 
new start ventures and that a form of non- vot- 
ing equity is needed. This would be repaid only 
when the business did well. However most 
small firmsinthe conventional private sector do 
not have access to equity - indeed, the majority 
in the U K use the most expensive and unstruc- 
tured form of borrowing, the overdraft. ICOF 
believes the need for equity finance is unproven 
and that loans remain a superior option to over- 
drafts, being mo re structured and less expensive. 
However, ICOF will continue to support the 
development of all new financial mechanisms 
for providing finance for the social economy. 

CONCLUSION 

The present government in the U K is sympa- 
thetic to organisations such as ICO F, and may 
well make more money available to lend to the 
social economy. H owever, ICOF believes that as 
far as possible, such organisations should beinde- 
pendent. It has therefore embarked on a pro- 
gramme of ensuring other sources of revenue, 
since it is cannot presently meet its costs from 
lending activity. It has mainly donethrough this 
through a Back-0 ffice Service of loan adminis- 
tration for other community finance initiatives. 
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The Illinois Facilities Fund (IFF), based in Chicago, was set up to fill a specific and identifiable 
credit gap: real estate loans to non-profit making organisations serving low income 
communities. In the mid 1980s, these institutions were under considerable pressure from 
government funders and other donor bodies to grow, but were unable to obtain capital from 
traditional financial institutions. 



Most were also renting from landlords who 
were not interested in renovating the property 
themselves. IFF was created specifically to help 
these organisations access modern and user- 
friendly service facilities at an affordable cost. 
Today IFF defines its mission in terms of help- 
ing non-profits own and control their assets. 

IFF began lending in 1985. In its first two 
years, in order to stimu I ate the market, lending 
charges were kept remarkably low at three per 
cent. Since 1988, lending has been at a more 
realistic level in order to cover administrative 
costs, pay for wholesale funds to on-lend and 
cover the risk of bad debt and loan delin- 
quency. Lending rates since 1988 have there- 
fore ranged from five to 10 per cent. 

IFF specialises in property finance, including 
investment for acquisition, maintenance, reno- 
vation and new build construction. The aver- 
age loan size is $200,000 - $250,000 and the 
interest rate is typically in the region of 7.5 per 
cent, which is about two per cent below the 
average business borrowing rate. 

IFF has approved almost 200 loans and 
invested in the region of $30 million. 



I FF'sown equity fund is over $12 million. This 
fund has been built up from grant donations. 
I n addition, IFF manages a similar size pooled 
loan facility, which isavailableto it from major 
banks in C hicago and I llinois as a whole. By 
packaging these loan funds at, say eight per 
cent, with its own zero per cent funds, it can 
create a four to five per cent spread between its 
cost of capital and its loan rate to borrowers. 
U nder the pressure of the C ommunity Rein- 
vestment Act, I FF can sometimes obtain funds 
from the banks at below the base market rate. 

IFF lends to non-profit organisations across 
the state of I llinois, but most lending is in the 
Greater Chicago area. From 1990 to 1995: 

- loans had resulted in 550 new full-time jobs 
and 900 part-time jobs - an average of 290 
jobs per year plus 294 additional construction 
industry jobs over the period 

- loans had saved borrowers £2 million in inter- 
est charges and lending fees 

- lending had leveraged an additional $34 mil- 
lion in community reinvestment funds 

- loans were used to develop a total of 503,000 
square feet of new or modernised facility 
space for low income communities. 



The Illinois Facilities Fund 
300 W. Adams, Suite 431 
Chicago, IL 60606 
Tel. +1 312 629 0060 
Fax+1 312 629 0065 
Email: iff@iffund.org 



CRITICAL ISSUES 

Characteristically, non-profit office and service 
facilities suffer from poor physical condition, 
no or low maintenance input, poor design qual- 
ity, limited cash available to repair property. 

To widen awareness of this debilitating situa- 
tion and to develop strategies for tackling it 
more systematically, IFF runs regular design 
and planning workshops which have also devel- 
oped the market for facility financing. Main- 
stream banks have now entered the fi eld, but as 
bank loans are typically up to 70 per cent of 
loan to value, IFF frequently fills the gap to 
complete the deal and lower the overall cost to 
the borrower. 



CONCLUSION 

T he f i nanci al benefits speak for themselves and 
IFF has had few problems with loan default. 
The market for further work by I FF is grow- 
ing; the market for facility finance in Illinois 
alone stands at an estimated $269 million and 
31 per cent of non-profits in I llinois now have 
plans to undertake major capital projects to 
acquire new facilities or to renovate existing 
ones. IFF has worked effectively to open up 
and service thisgrowing market. As one of the 
pioneers of such financing techniques, it 
demonstrates the scope for developing similar 
European social financing techniques. 
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I nstitute for C ommunity 

C ommunity L and Trust and Revolving 



The Institute of Community Economics (ICE) was established in 
New England in the mid-1960s. In 1967 it developed the Community 
Development Loan Fund (CLT) 1967 to help black tenant farmers in the 
South during the Civil Rights Movement to acquire land co-operatively. 



The Institute of Community 
Economics (ICE) 
57 School Street 
Springfield, MA 01105-1311 
Tel. (413) 746-8660 
Fax (41 3) 746-8862 



A s the C LT movement in the U SA has grown 
slowly but steadily, the emphasis has moved 
from agricultural land to urban land and is now 
focused on affordable housing projects. H ow- 
ever, C LTs can also be used for mixed use such 
as work space, play space and the environmen- 
tal preservation of natural habitats (known as 
an Environmental Land Trust) and historic 
buildings. 

The concept of a middle path, or 'Third Way' 
between private freehold and feudal leasehold 
(i.e. anew typeof commonhold or land steward- 
ship for lasting community benefit) through a 
modern day 'commons' in land use and manage- 
ment has not been considered in Europefor cen- 
turies now. Although the debate is still marginal 
in N orth America, the CLT movement has begun 
to show the practical financing and management 
possibilities. Starting from only a little over 500 
units of housing in 1988 under CLT manage- 
ment, today there are over 5000 units. G rowth 
could escalate in America if government policy 
were to shift and, given the demise of effective 
affordable housing subsidies in the U S, this might 
well occur over the next decade. 

The US Department of Housing and Urban 
Development (HUD) supports ICE's work 
providing technical assistance to community 
based initiatives and community based, afford- 
able housing bodies (i.e. Community Devel- 
opment Corporations or CDCs) to develop 
CLTs. CLTs have the potential to meet an 
enormous range of purposes and affordable 
housing requirements including: 

- permanently affordable housing to rent (27 
per cent) 

- singlefamily homeownership (26 per cent) 

- co-operative housing to rent (16 per cent) 

- shared ownership (12 per cent) 

- purchase of derelict property for redevelop- 
ment (10 per cent) 

- homeownership (flats) (6 per cent) 

- co-operative buyouts of mobile home parks 
(2 per cent). 



For legal purposes, a C LT is a non-profit, tax- 
exempt company. For housing purposes, it 
resembles across between a housing association 
and a limited equity housing co-operative. It is 
a company characterised uniquely by dual own- 
ership - the trust owns the land in perpetuity 
and the residents own the housing and its 
improvements, typically on a 99-year lease. The 
residents can also transfer the land lease to their 
heirs and the resale formula adopted by each 
C LT allows housing mobility (some compensa- 
tion for investment in housing improvements 
and a small return on market appreciation). 

M ost U S C LTs are either involved in develop- 
ing affordable rented housing (frequently on a 
co-operative basis) or on extending and devel- 
oping affordable home ownership. O nee estab- 
lished, CLTs develop housing co-operative 
management or homeowner training and assis- 
tance programmes and some have developed 
home repair advice and lending services. O nee 
they acquire land, C LTs rarely sell it, but most 
have powers to sell or swap it. 

A CLT's Board of Directors is elected by its 
members. A nnual membership is covered by a 
small yearly subscription, which is part of the 
lease agreement for the residents or co-opera- 
tors and there is a separate fee for non-lease- 
holders who are part of the common bond. 

The practical objectives of I C E and the Amer- 
ican CLT movement vary according to housing 
markets. In neighbourhoods where property 
costs are rising, the objective is to protect and 
preserve affordable home ownership. I n other 
neighbourhoods where the market is either flat 
or falling, typically because landowners are 
abandoning property, it is to extend either co- 
operative housing or owner-occupation to ten- 
ants via a mutual mechanism. 

ICE developed both the CLT model and the 
Community Development Loan Fund Model 
(a revolving loan fund mechanism) to revitalise 
local economies. 
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ThelCE Revolving Loan Fund (RLF) is today 
capitalised at $12 million (from an original $1 
million per cent investment from the Ford 
Foundation); 85 per cent of its capital base has 
been raised from some 500 individual 
investors. 

ThelCE RLF gives new CLTsatrack record as 
borrowers so they can attract support from 
other community loan funds as well as con- 
ventional financial institutions. The margin on 
I C E loans is three to four per cent and loans 
range from six to eight per cent secured. 
Although slow payment/delinquency rate is 
currently seven per cent, historic bad debt 
write off rate has been consistently under one 
per cent. 

CRITICAL ISSUES 

I n many areas, C LTs have acted as a participa- 
tive planning tool for co-operative land man- 
agement and local regeneration. They have 
played a particularly effective role in commu- 
nity economic development in the African- 
American communities of Boston and Wash- 
ington D C . I n the 1990s local authorities have 
overcome their original mistrust of CLTs; 
partnerships have begun and C LTs are increas- 
ingly benefiting from gifted local government 
land and other operating subsidies and prop- 
erty refurbishment grants. 

I n some areas the C D C develops the housing 
and the CLT acts as an ongoing community 
involvement body for planning, maintenance, 
and community regeneration. Each C LT, likea 
local community finance organisation, defines 
its own common bond area, which may range 
from an urban neighbourhood to a small city. 
C LTs are exempt from corporation tax but pay 
local land taxes. 



CONCLUSION 

Like other community development work, a 
CLT requires local organisation and public 
education to help local people acquire the 
properties they are renting; purchase and ren- 
ovate derelict property; or even pool their 
housing assets to acquire improvement finance. 

These lessons have been taken up by a small 
number of bodies in Scotland and England. For 
example, an attempt to establish aC LT is under- 
way in Birmingham, and afew have been set up 
intheH ebridean islandsof Scotland. TheBirm- 
ingham initiative is supported by the City 
Council, housing co-operatives and housing 
associations, local home improvement agencies 
and theAston Reinvestment Trust to help low 
income inner city homeowners access capital to 
improve old property in serious disrepair. 

If the U K initiatives are successful in adapting 
theCLT to address British rural and urban hous- 
ing needs, this will be a good model for other 
member states within the European U nion. 
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JAK Bank interest-free 



Apart from a few strict Islamic countries, interest-free lending is anathema to 
modern banking and lending practice. The JAK Bank in Sweden is highly unusual. 
Since 1968 it has developed an ingenious and modern system of interest free 
lending that works out at a fraction of the total credit cost of comparable, 
compound interest products from conventional financial institutions. 



Jord-Arbete-Kapital 
Mr Oscar Kjellberg & 
Ms Monjia Sonnius 
Vasagatan 14 
S-54150 Skovde, Sweden 
Tel. 46-500 46 45 04 
Fax 46-500 46 45 61 
Email: jak@jak.se 
Site: http://www.jak.se 



AstheJAK system also conforms to the early 
co-operative movement practices of avoiding 
interest, it is a very interesting model of how 
thetraditional social economy tools of lending 
can be updated for the challenging social and 
ecological needs of the modern world. 

JAK stands for 'Jord, Arbeit und Kapital', or 
'Land, Labour and Capital' - thethree produc- 
tive factors of the economy. TheJ A K Bank phi- 
losophy is that money on its own does not add 
valuein the economy, butthethreeworking in 
harmony do, and so it should administer 
money in a manner which does not detract 
from this harmony. It does not charge interest 
on its loans, but levies an administration charge 
instead. This view is consistent with the reli- 
gious and ethical proscriptions against usury. 

The JAK concept of modern 'interest-free' 
lending was pioneered by the Danish C hristian 
Socialist and farmer, Christian Christiansen, 
during the 1930s and the Great Depression 
when farm foreclosures by banks rose steeply. 
The system developed well in Denmark in the 
post-war period, although in the 1970s the 
original bank was taken over by a traditional 
savings bank. Since then, the JAK system has 
revived in Denmark and was initiated in Swe- 
den in 1968. Initial capital was provided by a 
handful of co-operative savers in Sweden, 
including a wealthy philanthropist who pro- 
vided significant seed capital to establish JAK 
Sweden as a non-profit, co-operative savings 
association. The first loan was made in 1970. 
Today, JAK has 21,000 members and over 
7,000 borrowers. It secured a banking licence 
to operate as a co-operative bank in 1998. 

JAK uses a save and borrow, traditional credit 
union system. As with the early Raiffeisen 
banks in Germany, members must save regu- 
larly to build up the co-operative lending fund 
and prove themselves diligent savers to qualify 
for a loan, building up point on the basis of 
amount saved and period of time over which 



savings have accumulated. The minimum time 
to qualify for a loan is six months, but larger 
loans, for say house purchase, take much 
longer. Around 70 per cent are for housing 
finance, typically for house purchase, home 
improvement or remortgaging; 20 per cent for 
environmental or social enterprises (e.g. organic 
farms, co-operative businesses, village bak- 
eries, etc); and 10 per cent for household goods. 

A JA K loan will tend to fall in the range of two 
to seven times a member's share savings. Asa 
result, only 100 out of 7,000 loan accounts are 
in arrears and only 10 of these are delinquent. 
Although almost all are secured on property, 
only five repossessions have been made over 20 
years of lending. 

Loan charges are based on the actual cost of 
setting up the loan, plus the cost of adminis- 
tering it for the length of the term. A 10 year 
loan, for example, will cost 3 .5 per cent of the 
sum borrowed to set it up, plus one per cent 
annually. This works out as a total credit 
chargeof 13.5 per cent over thefull term. Thus 
JAK loans are a fraction of the cost of atypical 
interest bearing loan at, say, 6.7 per cent com- 
pounded annually for 10 years. 

JAK is owned mutually by its members who 
pay an annual renewal fee of SK R195 for the 
first adult member of a household and SK R95 
for other adult household members. 

The maximum amount of share capital that can 
belent out byJAK i s 80 per cent, allowing for 
liquid assets of at least 20 per cent. Although 
JAK could in principle provide members with 
a dividend each year on their savings as credit 
unions do, it chooses not to do so in order to 
keep loan rates as low as possible. It does tar- 
get a small trading surplus each year of 1.5 per 
cent to build its reserves. 
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ending organisation (Sweden) 



CRITICAL ISSUES 

JAK has overcome a number of problems. It 
has refined its lending system and points calcu- 
lation formulafor loans. It has also worked out 
safe levels of loans to savings ratios. Its default 
rate on loans is very low indeed and as a result 
it has become a strong financial institution. 

However, its biggest challenge came in the 
early 1990s, with a huge influx of members and 
savings. JAK did not have enough capital to 
meet the needs of new members. The manage- 
ment had to put most of the new savings 
money in government loan stock with short 
maturities and ration lending, which created a 
queue system for up to 18 months. It has now 
achieved a larger capital baseof SK R43 million 
in reserves, and has obtained a banking licence. 

CONCLUSION 

U nlike the Danish JAK organisation, which 
has many separateJAK co-operatives in afed- 
eral structure, JAK Sweden operates princi- 
pally as a telephone bank with only one office 
in Skovde, a small agricultural town in south- 
west Sweden. Although most JAK members 
are rural, membership is increasing in Stock- 
holm and G othenburg. 

JAK would like to develop its presence in the 
local economies of Sweden and seesthescopeto 
develop local social venture capital funds 
through an arms length company, for which it 
would provideseed capital. Promoting local sus- 
tainable development through these risk funds 
for social and ecological enterprise is the major 
challenge for the next decade. JAK has a good 
basis for developing this, as members are sup- 
ported by a system of 24 local associations across 
Sweden. It also publicises widely the success of 
JAK interest-free lending through an attractive 
32 page newsletter, which is produced quarterly. 



Through its new strategy of social venture cap- 
ital funds, JAK intends to widen its influence 
and impact. Its activity should also attract fur- 
ther ethical investment into ecological and 
social projects. 
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Local Development 
and Job C reation: 

what can we learn from M SI F? (UK) 



Prior to the launch of the UK Community Economic Development Framework 
there was a lack of support structures at local level, in particular in terms of 
finance. This was paralleled by a need for small and medium enterprise (SME) 
finance, especially the smaller end of the business scale. 



BACKGROUN D 

Employment policy was written into the A ms- 
terdam treaty, and EU institutions have tried 
various approaches to delivering jobs at a local 
level. They have worked specifically on the 
demand side, looking at how new jobs can be 
created. The policy message is that a job is the 
route to social inclusion. This is the driving 
policy agenda. 

So in practical terms, what are the keys to cre- 
ating jobs? Employability, adaptability, equal 
opportunity, and a recognition that macroeco- 
nomicpolicy isnotgoingto be a substitute for 
local economic development. 

Theroutesto labour market entry - how people 
approach employment services - fall into two 
main categories - the formal market and the 
social economy. The conventional route is to 
push people into the formal labour market. 
H owever, another option is to work via the 
social economy and provide re-entry points that 
help them to get back at different stages into the 
labour market - intermediate labour market 
strategies. Reinsertion can bring peopletogether 
and focuson multipleaims: local economicand 
community development at the same time. It 
enables a policy to connect needs in the local 
community and create jobs. Thus, reinsertion 
happens through local economic development. 

In terms of finance, we have seen is a vast 
growth of initiatives at a local level trying to 
create jobs. Project managers were becoming 
excellent at chasing grants but not thinking 
about the viability and sustainability of their 
projects. H owever, most of these finance pro- 
jects have not been sustainable, running down 
within a few years. H ow can these be made 
sustainable? These are the new social finance 
institutions, working on the ground directly - 
how can we replicate, strengthen and reinforce 
them? A mainstream initiative we will look at 
next, provides a form of analogy. 



OUTLINE: MERSEY SIDE 
SPECIAL INVESTMENT FUND 

I n 1996 a new financial institution, the M ersey- 
side Special I nvestment Fund (M SI F), was cre- 
ated on M erseyside. It took three years to get it 
to that point. Within that single umbrella are 
three funds plus an interest rate rebate mecha- 
nism. It has also some revolving elements. 

The MSIF has three fund managers. Each of 
these is responsible for a single fund, chosen 
for their relevance to the market sector. Own- 
ership and accountability involves the Bank of 
England directly, the M erseyside C hamber of 
Commerce and the M erseyside Partnership. 

MSIF is quite a big organisation, having 
£25 million for direct investment. MSIF uses 
different financial models and mostly focuses 
on the manufacturing sector and thus, most of 
the social economy enterprises are not eligible 
for MSIF funding. H owever, the potential is 
there for another fund under M SI F to be cre- 
ated to meet social economy needs. MSIF's 
SME and M ezzanine fund have been particu- 
larly successful. These funds basically make 
large loans and investments creating a total of 
1748 jobs by the end of 1998. 

Political independence is important. Support is 
needed at the political level, but with strict and 
tight investment guidelines. 
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Local I nvestment 
Fund (uk) 

The mission of the Local Investment Fund (LIF) is to provide loan finance to economically viable, 
community-based not for profit organisations. It aims to bridge a gap between donations and 
mainstream commercial bank finance. LIF supports local regeneration by forging productive 
and continuing alliances between community organisations and the private sector. 



Roger Brocklehurst 
Local Investment Fund, 
c/o Business 
in the Community 
44 Baker Street 
London 
W1M 1DH 
UK 

Tel +44 020 7224 1600 
Fax +44 020 7486 1700 
Email: 

information@lif. org. uk 



The fund seeks to develop borrowers' longer- 
term sustainability by giving them a track 
record of borrowing and repayment; and then 
ultimately movethem on to commercial banks, 
so LIF's resources can re-enter its gap market. 
Since the voluntary sector has become increas- 
ingly important in service delivery, it needs to 
be financially independent, rather than subject 
to the whims of grant givers. 

LIF was established as a registered charity in 
1994 and is a partnership between the statutory 
and private sectors, with N atWest Bank as a 
lead partner. It has also received a grant of 
£115,000 over three years from the N ational 
Lottery Charities Board and receives ERDF 
grants from the E U . 

LIF operates through a national office and 
regional community loan funds. All regional 
funds are sub funds of LIF. Each region has a 
slightly different model, depending on regional 
priorities and funders, and its own balance. 
Wales will have a separate fund of £400,000. 

I n its first four years, LIF has agreed loans of 
£1.8m, providing funding for 18 projects; the 
maximum agreed is £250,000 and the smallest 
£25,000. Two have already been repaid in full, 
and the remainder are all repaying satisfactorily; 
no bad debts have been incurred. A total of £9m 
has been levered into community regeneration 
as a result. LIF loans have enabled clients to 
provide 416 new full time jobs, 50 part time 
jobs, and over 1,000 training places as well as 
retaining 65 existing jobs, at an average cost of 
£4,200 per full timejob. They have also helped 
clients build six new buildings, refurbish three 
buildings, build 20 residential units and estab- 
lish four community training facilities. 



CRITICAL ISSUES 

The most critical issue is achieving a balance 
between demand and resources (private and 
public sector sponsorship). If local organisa- 
tions are to have confidence in it, a fund needs 
a local or regional structure. The most likely 
way to manage this is through a partnership. 

O verhead and core costs are difficult to fund. 
At the moment L I F is living off fund earnings, 
and it needs to find a different model of private 
sector funding. EU funding is also delivered in 
a manner which makes it very difficult to build 
sustainable funds; the five per overhead rule 
imposes additional limitations, especially if the 
interest payment back to funders is also within 
this five per cent. 

The LIF experience suggests two main recom- 
mendations for upscaling funding for this sec- 
tor. The first is tax concessions for community 
investment to corporate and individual 
investors (as in the U S). The second is a small 
firms loan guarantee scheme for the commu- 
nity sector that would recover, say, 70 per cent 
of losses to the investor. This could be linked 
to EU funding - the ERD F could be used as a 
guarantee, rather than cash. 

Within the last year, approaches to LIF have 
gone up dramatically. H owever, many propos- 
als go through the business planning process 
four or five times in a few months but still do 
not cover all the issues they should. A number 
of agencies and local supporters are providing 
professional expertise, but none are able to do 
this comprehensively. This points to the need 
for proper support mechanisms for community 
enterprises. 
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N eighbourhood Lending 

A Revolving Lending peration for 
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very small sums of capital to repair and service their dwellings -with old and dilapidated 
infrastructure. Neighbourhood Housing Services (NHS) in Chicago and its subsidiary 
Neighbourhood Lending Services (NLS) have pioneered an impressive and effective system 
for delivering such a form of community reinvestment. NLS is the most developed of the 
Revolving Loan Funds operating in the US for housing improvement finance needs. 



James Wheaton 
Associate Director 
Lending Services 
Neighborhood Housing 
Services of Chicago 
747 North May Street 
Chicago 
Illinois 60622 
Tel. 001 312 738 2227 
Fax. 001 312 738 2491 



NHS works intensively with the local author- 
ity, the private sector, non-profit agencies and 
local residents to restore pride, confidence and 
faith in the future of specific neighbourhoods. 
Social investment plus the right advice, and 
support from local housing resource centres is 
critical. NHS works city-wide to address a 
diversity of housing improvement needs, but 
concentrates in 12 neighbourhoods where it 
runs district housing resource centre offices. 
Before setting up an office, NHS consults 
widely in theareaand, if there is sufficient sup- 
port, develops afive-year plan of targeted oper- 
ations and work. Funding comes usually from 
several public, private and charitable sources. 

These offices, along with local groups and 
stakeholders, provide advice and community 
development. NHS also offers a city-wide 
finance service with many different loan prod- 
ucts. NLS delivers these to neighbourhood 
office customers of N H S and to the general 
public in C hicago, through three main invest- 
ment funds, and related programmes. 

N LS sells on its performing loans through the 
well-developed secondary mortgage market in 
theU SA; this allows its capital base to be recy- 
cled efficiently. For its standard lending, NLS 
seeks a minimum margin of three to four per 
cent between its cost of funds and its secured 
lending rate. To capitalise its Revolving Loan 
Fund, NLS initially attracted grants and zero 
per cent investment from a range of sources 
including national, state and local government, 
foundations, lending institutions, and insur- 
ance companies. It now draws greatly on the 
N eighbourhood Reinvestment C orporation. 

At present, NHS and NLS have a turnover of 
about 600 loans a year. 



CRITICAL ISSUES 

I n practice the NLS lending has been easier to 
develop than the construction supervision. 
Clients now choose their builder, who must 
provide relevant documentation. 

At present N H S works regularly with about 15 
contractors. While it gives no warranty or 
guarantee for the repairs and improvement 
work, its quality control system achieves high 
standards of workmanship and can deal 
robustly with standard complaints while the 
contractors' own insurance coverage can rem- 
edy the occasional more serious errors inde- 
pendently. The most important thing is that 
loan contracts and improvement contracts 
should be clearly separated, so that there are no 
joint supply agreements. 

N LS lending for home improvements is carried 
out through the 12 neighbourhood offices via 
its Revolving Loan Fund and city-wideviathe 
CHIP (Chicago Home Improvement Pro- 
gram) Fund. Lending for home improvements 
ranges from a $2,500 minimum to a $50,000 
maximum and all lending is secured by amort- 
gage on a first, second or occasionally third 
legal charge basis. I n partnership with theC ity 
of Chicago, N LSalso provides some unsecured 
loans below $2,500 a year for emergency 
repairs, new wiring, and other health and safety 
requirements. By its nature, this small sums 
lending is commercially a loss maker. 

The NLS default rate on home improvement 
loans falls into two categories; late payments 
over 30 days in arrears and bad debt/write off. 
A t present N L S has a late payment rate of about 
2.5 per cent on C H I P and four per cent on the 
Revolving Loan Fund. H owever its legal action 
on loans is only two to three cases per year and 
for over 10 years its write-off rate has been con- 
sistently under 0.5 per cent. It does not repossess 
and evict as an organisational policy; nonetheless 
over the years N H S has generally recovered 80 
to 90 per cent of bad debt capital outlay. 
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Services 

H ousing I mprovement (C hicago, U SA ) 



I n respect to loan to value(LTV) lending ratios, 
C H I P will lend normally up to 90 per cent and 
in some cases up to 95 per cent if the loan is 
under $10,000. The RLF in the 12 targeted 
neighbourhoods can lend more flexibly up to a 
maximum of 115 per cent, since N H S has such 
a good track record. 

NLS prefers to offer 30 year mortgages at 
affordable instalments to pensioner households; 
these are also easier to understand than complex 
equity instruments. The N LS lesson and mes- 
sageisto keep your lending products simpleand 
straightforward with interest rates that are nei- 
ther below market nor above market rates. 

CONCLUSION 

O ver the 26 years since NHS was founded, it 
has been able to close district offices in seven 
target neighbourhoods because conventional 
lenders had re-entered the local market and 
become active again; the property market was 
on the rise; and as a consequence, property was 
no longer boarded up and abandoned. 

N LSnow operates a diverse range of funds and 
financial products as well as sophisticated 
'pooled lending' agreements with over a dozen 
banks. A bout 75 per cent of the 600 to 700 
loans that N LS delivers a year are on a first 
mortgage basis and over 20 per cent on a sec- 
ond mortgage basis. 

These are handled centrally by two loan 
administrators and two lending managers. 
NLS employs a full time fundraiser to attract 
additional investment. Capitalisation of N LSis 
now over $25 million. Home Improvement 
lending applications are both handled centrally 
for C H I P and at its neighbourhood offices for 
the RLF. 



I n whichever neighbourhood NHS works, its 
philosophy isto sub-contractoutworkto local 
voluntary organisations where it can (e.g. for 
energy advice and insulation schemes) because 
its aim is to keep its neighbourhood office 
open only as long as necessary for the local 
housing market to be revived. Its aim, as it says 
upfront to local partners, is 'to put itself out of 
business as soon as possible'. 
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N ew H orizons Saving 
& Loan Scheme (uk) 



Cambridge Housing Society (CHS) is a Registered Social Landlord, which manages over 
1,300 properties in Cambridgeshire and North Essex and sees itself fulfilling an enabling 
and supporting function within the social economy by using its resources to assist 
in developing affordable solutions to a wide range of community needs. 



Cambridge Building Society 
51 Newmarket Road 
Cambridge 
CB5 8EG 
UK 

Tel: + 44 1223 713555 
Fax: +44 1223 727700 



The N ew H orizons Saving and Loan Scheme, 
which opened in ctober 1997, is one part of an 
overall strategy to support tenants. ne of the 
objectives of the strategy is to try to increase the 
disposable income of tenants. 

Thecredit union model was unsuitablefor this 
client group, so CH S developed a partnership 
with the Cambridge Building Society (CBS). 
C BS's existing systems underpin the scheme's 
day to day operation. 

TheN ew H orizons Saving and Loan Schemeis 
based on the concept of a G uarantee Fund, a 
lump sum deposited by C H S with C ambridge 
Building Society. This enables CHS tenants to 
borrow from theC BS, without credit scoring, 
and also receive an enhanced rate of interest on 
thei r savings. The advantages of the N ew H ori- 
zons model are: 

- accessibility and visibility through the build- 
ing society's high street branch network 

- customer confidence in two well established 
community based organisations 

- sustainable from the outset 

- immediate consumer benefits through 
enhanced interest rate on savings 

- credit references. 

A N ew Horizons Saving Account can be 
opened with £1. All the individual saving 
accounts are aggregated together with the 
CHS Guarantee Fund so savers receive the 
benefit of an enhanced interest rate. As at M ay 
1999 the interest rate on savings was 3.40 per 
cent gross (2.72 per cent net). 

The scheme started operating in ctober 1997. At 
theend of December 1999 thescheme counted for 
90 savings accounts with £30,000 invested. 

CRITICAL ISSUES 

H owever, at M ay 1999 no loans had been taken 
out, as most members want short term credit 
and do not want to haveto plan their spending. 
Loan policies were changed: 



- increasing in thesavingsto loan ratio, so that 
savers may now borrow up to four times 
what they have saved 

- increasing the maximum loan from £500 to 
£1,000 for a first loan, and from £1,000 to 
£2,000 after that 

- relaxing the requirement to build up savings 
regularly over a specified period 

- offering a new loan product (limited to £150) 
requiring no previous savings. 

At current interest rates (M ay 1999), the loan 
rate would be 6.20 per cent, which is a differ- 
ential of 2.80 per cent between the saving and 
loan rates. 

CONCLUSION 

The savings side of the scheme has been a suc- 
cess and is growing. A Ithough it is still early to 
judge the refinements to the loan policy, CHS 
believes that these have met expressed needs 
for short term credit and the first loans have 
now been made. 

The N ew H orizons Saving and Loan Scheme 
offers a model of partnership between a Regis- 
tered Social Landlord (RSL)and a mainstream 
financial institution to reduce the financial 
exclusion experienced by particular groups. 
The model can be replicated elsewhere: RSLs 
have good networks with varied organisations. 
TheN ew H orizons model demonstrates that it 
is not always necessary to create new organisa- 
tions such as residents' association to provide 
new services, which is particularly useful for 
RSLs with dispersed properties. 

CH Shashad moresuccess with involving ten- 
ants around particular issues, like money and 
childcare, than in formalised approaches. CHS 
has also tried to ensure that the scheme is con- 
stantly monitoring and evaluating its effective- 
ness by involving students and staff from one 
of the local universities, which has also helped 
to generate ideas for future development. 
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N on-Profit Financial 

C entre (Chicago, USA) 



The Non-Profit Financial Centre (NFC) is one of the first specialist services to be 
established in the USA for the financing needs of charities and non-profit 
organisations. NFC was founded originally in 1980 as the Donors Forum 
Emergency Loan Fund to assist non-profit organisations in financial difficulty. 



Delena Wilkerson, 
Executive Director 
Nonprofit Financial Center 
111 W. Washington 
Suite 1221 
Chicago, Illinois 60602 
Tel: 001 312 606 8250 
Fax: 001 312 606 0241 
email: nfcdelena@aol.com 
www. nonprofitfinancial. org 



vertheyears it has increasingly widened its role 
from refinancing activity and rescue work to a 
broad range of lending services and training 
work. N FC was separately incorporated in 1987. 

N FC operates with support from foundations, 
corporations, banks and individual donors. 
Loan finance and support is targeted at non- 
profit organisations in the state of I llinois and 
restricted to organisations with an annual 
turnover below $3.5 million. 

N FC has continued to evolve its services to 
meet the rapidly growing training and financing 
needs of the non-profit sector. I n 1982, almost 
no organisations did regular cash flow projec- 
tions. Today, this is an indispensable manage- 
ment tool for even the smallest A merican non- 
profit organisation with a contract to deliver. 

N on-profit organisations in theU SA have also 
become increasingly specialised in service 
delivery areas; for example, the number of 
child care organisations in the state of I llinois 
has grown from a turnover of under $500,000 
per year in the 1980s to over $10 million annu- 
ally today. There are fewer and fewer multi- 
service providers. Government contracts are 
increasingly performance related and payment 
hinges on results or measurable outputs. The 
need for more and more sophisticated project 
and organisational financial management skills 
and tools is growing year by year. 

N FC has responded to these needs in two main 
ways. It has diversified its financial products 
and has improved and specialised its training 
and support services for non-profit managers 
and accounts staff. 



N FC's loan services include: 

- short term loans for short term grant delays, 
emergencies including fire and theft, and 
other urgent requirements. These have a 
maximum length of 12 months 

- revolving loans to assist organisations cover 
the fluctuating cash flow needs associated 
with service contracts. T hese operate as work- 
ing capital and are for one year only 

- lines of credit: working capital loans tailored 
to organisations with seasonal fluctuating 
cash flow variations. The term is one year. 
These are only available to demonstrably well 
managed non-profit organisations. 

- term loans: secured loans to finance equip- 
ment or to provide working capital over sev- 
eral years. Loans arealso avail able for start-up 
capital for new projects or programmes, 
building improvements, and fundraising 
i nvestment. 

N FC also provides more specialised term loans 
for organisational development and information 
technology systems. These are tailored to each 
bo r ro w er 's parti cu I ar req u i rements and are u su - 
ally require a feasibility study. 

D uring the 1990s, N FC consistently developed 
its training and support services, and this 
capacity building work has now become essen- 
tial for the success of N FC's lending opera- 
tions. M uch of the training syllabus has been 
developed in response to its lending experi- 
ence, and focuses on organisational weakness. 

NFC was awarded Community Finance 
Development I nstitution status in 1998 by the 
U S government and is striving to increase its 
loan fund to $5 million. I n addition to its own 
funds, NFC manages a Bankers' Participation 
Loan Pool which was capitalised initially by 
eight I llinois banks in 1992. 
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NFC advances over 100 loans a year, the 
majority of which are for terms of under one 
year. To date total loans advanced exceed $15 
million and N FC has helped over 4,000 organ- 
isations. Loans of up to $100,000 are available 
at rates ranging from one per cent below to 
three per cent above base rate. 

CRITICAL ISSUES 

N FC has changed from a reactive organisation 
trying to bail out non-profit organisations in 
serious difficulty, to a body working success- 
fully to enhance the management skills and 
professionalism of an expanding non-profit 
service and trading sector. 

It has developed several ways of intervening to 
give advice and guidance. For example, it runs 
afinancial check-up service delivered on site to 
assess the strengths and weaknesses of a non- 
profit organisation's financial systems and 
practices. 

In line with its origins, N FC still operates a 
'crisis intervention' service for organisations in 
serious financial difficulty. This service 
includes insolvency rescue, 'workout' plans 
and, if necessary, assistance with closure and 
wind-up. 

N FC also provides a regular newsletter and 
information service with continuous manage- 
ment tips and guidance on improving financial 
controls and systems as well as on enhancing 
overall organisational effectiveness; a telephone 
advice service; and supply specialist accounting 
softwarefor non-profit organisations. 



CONCLUSION 

N FC 's development over the years has shown 
that human and organisational capacity build- 
ing must underpin a successful financing pro- 
gramme. This training side of N FC 's work has 
grown steadily year by year and has come to 
overshadow its core financing work. 

Asa consequence, N FC is not, nor is ever 
likely to be self-financing, as the organisations 
which require training need a high input of 
expertise and investment. N onetheless, N FC 's 
lending experience, range of lending products 
and effectiveness as a lender is impressive. 
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kobank (g ermanv 



Protecting the environment, stepping in for peace and social justice, promoting sustainable 
economic activities, taking responsibility for the future - these are the principles of the 
German Okobank's philosophy. In practice this means offering special, low interest loans 
to projects in the fields of environment, social commitment and human rights. 



Oekobank eG 
Frau Bettina Schmoll 
PO BOX 160651 
D-60069 Frankfurt, Germany 
Tel. 069-242601-430, Fax 069- 
242601-499 
Email: oekobank@t-onllne.de 
Site: www.oekobank.de 



6 kobank takes into the account the social and 
environmental aswell as financial returns of any 
loan. It refuses to deal with the nuclear, arms or 
chlorine industries, or with projects abusing 
human rights. It serves individuals, organisa- 
tions and enterprises that are close to its objec- 
tives, and does not want to exclude financially 
excluded people. Members and customers are 
told what is being done with their money; ben- 
eficiaries know where money comes from; and 
savers get comprehensive information about the 
chances and risks of investments. 

6 kobank obtained its co-operative bank 
licence and opened its Frankfurt headquarters 
inl988. It is a co-operative, with specialist 
forums where members and employees discuss 
business policy and strategies. It also offers 
members support with financial planning. 

In 1998 kobank had about 24,000 members 
and 33,000 customers. D u ring the financial year 
1997 it grew by over a third and the balance 
sheet as at the end of 1997 was 319.3 million DM 
- an increase of almost 77 million DM from the 
previous year. L oans to O kobank's special tar- 
get sectors amounted to 60 million D M . 

6 kobank is a direct and universal bank. It has 
four offices, but most business is done electron- 
ically or by telephone. Productson offer include 
all typical bank services; investment insurance, 
pension schemes and life insurance; mortgage 
and building loans; investment loans and other 
credit services for businesses; the ethical-eco- 
logical investment fund 'O kovision' and direct 
risk capital investment products (for instance 
into wind funds). Customers can make all their 
financial transactions through O kobank. 

6 kobank money is invested in projects such as 
solar energy, car share schemes, self-employed 
carpentry businesses, wholefood enterprises 
and housing projects for single parents. The 
bank has also developed special 'promotion 
savings bonds'; savers determine what kind of 
project they wish to invest in, and also forgo 
their interest. 



'6 kovision' was launched in 1996 by the 
O kobank together with Versiko AG. This 
applies the same ethical-ecological criteria and 
invests particularly in enterprises that use envi- 
ronmental friendly technologies; produce or 
trade environmental friendly products such as 
renewable energy; or employ technologies that 
reduce environmental pollution. Each enterprise 
is very carefully selected and reported on. This 
complex procedureis worthwhile. O kovision is 
known to have the strictest ethical-ecological 
investment criteria as well as one of the highest 
performances. Average yearly performance is 
6.6 per cent, ranging from 21.4 per cent in 1997 
to -2.1 per cent during the turbulent year of 
1998. The main sectors represented in the port- 
folio arethe service industries; consumption and 
capital goods and engineering; and capital goods 
and energy systems. I n February 1999, thefund 
capitalised 35 million Euros. 

Since 1996 O kobank has also offered direct 
investment opportunities in the form of closed 
funds. These have secured the necessary capital 
for a bank loan, which has financed two wind 
funds and a property fund. M oney directly ben- 
efits an ethical-ecological enterprise, investors 
obtain a share of the profit, and losses - which 
occur especially during the starting years - are 
tax deductible. All potential investors are told 
about the economic risksand therealistic returns 
they can expect. 

O konsult, a subsidiary of 6 kobank founded in 
1998, offers organisational support and con- 
sultancy to private businesses as well as associ- 
ations and not-for-profit organisations. It cov- 
ers business management, human resources, 
leadership, strategy, environmental issues and 
energy conservation. 

O kobank has recently experienced difficulties, 
following three large bad loans. Seeing how 
O kobank gets through the next few years will 
be an important test for the sector. 
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Esteban Barroso 

Proyecto Trust 



C reating a social investment vehicle: 

Proyecto TRUST (Spain) 

Between autumn 1997 and summer 1998 Esteban Barroso, promoter 
and leader of Proyecto TRUST, organised a series of meetings between 
professionals of different sectors in order to investigate the possibility 
of creating a social bank in Spain. 



Proyecto Trust 
Mr Eseban Barroso 
Plaza de la 
Constitution 3, 1 
Office No 3 
E-28430 Alpedrete 
(Madrid), Spain 
Tel. +34 91 8571650 
Fax +34 91 857 17 46 
Email: 

mail@proyectotrust.net 



After analysing E uropean experiences in social 
banking, various Spanish initiatives and differ- 
ent perspectives they decided this banking ini- 
tiative was viable because: 

- financial disintermediation and increasing 
competition influence the way credit organi- 
sations select clients, and makes them less 
likely to select initiatives with little financial 
volumeand low yield 

- the cost- benefit ratio of investments in emerg- 
ing sectors with low capital intensity, low 
technology and slow market growth is 
extremely low 

- the high cost of financial services and moni- 
toring mean rigorous monitoring (analysisand 
management of risk) is increasingly replaced 
by guarantees and standardised scoring 

- thepreferencefor short-term operations with 
high liquidity, high yield and easy risk cover 
excludes almost all operations with a high 
added social value 

- banking services are seeing increasing demand 
for information and technical consultation 

- banking products need to be differentiated 
and personalised, as globalisation progresses 

- customers of financial products and services 
aredeveloping an increasing awareness of the 
culture of banking. 

Proyecto TRU ST was founded in J uly 1998, as 
an institution for intermediation and the pro- 
vision of financial services. Its main activity is 
facilitating access to finance for businesses or 
promoters of initiatives. 

The work consists of the main elements of a 
banking office: analysing risks (scoring), oper- 
ating loans, and managing risk guarantees for 
legal protection (monitoring). 

Proyecto Trust's specialisation in sustainable 
economic activities, the social economy and 
cultural initiatives requires complementary ser- 



vices such as consultancy and technical support. 
C lientsdo not pay for these, and sometimes are 
not even aware they are receiving them. 
Although Proyecto TRU ST defines its profes- 
sional activities as banking practice, its small 
volume of share capital (PTS38 million) and its 
legal status largely prevents it from granting 
direct loans. It has therefore established an 
agreement of collaboration with the Triodos 
Bank (N L) which granted most of the loans 
that Proyecto TRUST has intermediated 
(almost PTS 1,000 million in 15 months). 

I n order to reach this level of activity, Proyecto 
TRUST has analysed morethan 100 enterprise 
projects and initiatives in 26 months. It has 
currently seven dedicated employees and col- 
laborates with 18 volunteers. It has 25 financ- 
ing partners and an administrativecouncil with 
six members. 

A further step was the creation of theC ircleof 
Investors. The next phase in creating a social 
bank will be to increase of Proyecto Trust's, 
capital in order to obtain the status of a finan- 
cial institution and consequently extend its 
products and financial services. 

CRITICAL ISSUES 

It is obvious that fiscal treatment and the 
entrance barriers (minimum social capital) - 
laid down to ensurethesecurity and stability of 
the financial system - constitute a handicap for 
this type of project. The strong competition in 
the Spanish banking market, where the estab- 
lished banks dominate the financial market, 
makes openingsfor non-banking financial insti- 
tutions even scarcer. Proyecto TRU ST believes 
that a new European banking directive similar 
to the A merican C RA would be a partial solu- 
tion. The important thing is to transfer the 
degreeof diversification and deregulation avail- 
ableto Europe, although this would bedifficult 
given the greater aversion to economic risks in 
the European financial culture. 
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Thomas 
Huttich, 

INAISE 



RAFAD 



(Switzerland) 



'Recherches et Applications de Financements Alternatifs au Developpement' 
(RAFAD) was founded in Geneva in 1985 by a handful of development 
practitioners wanting to support local economies of Southern countries 
while avoiding dependency on traditional aid. 



Fondation RAFAD 
Rue de Varembe, 1 
C.R 117 
CH-1211 Geneve 20 
Switzerland 
Tel. +41 22 733 5073 
Fax +41 22 734.083 
Email: rafad@iprolink.ch 



It aims to accumulate financial resources in 
order to promote all forms of alternative 
financing for grassroots associations and indi- 
viduals in the South; and helps development 
organisations access local credit through: 

- international guarantee funds 

- the co-operative company International 
G uarantee Fund (IGF) 

- financial engineering services and consulting 
in the field of alternative financing. 

RAFAD issues guarantees that allow develop- 
ment associations: 

- access to local credit facilities: the guarantee is 
recognised by local financial institutions, so 
provides a negotiation tool for local organisa- 
tions which cannot otherwise obtain loans 
from their local banks 

- leverage: continued negotiations with local 
banks have generate an average credit facility 
three times the amount underwritten; for 
every dollar staked on a guarantee, three dol- 
lars are actually invested in alocal economy in 
the South 

- the opportunity to mobilise local savings: 
guarantees also make it possible to access local 
financial resources, in particular savings in 
savings and credit schemes. M any countries 
havelocal liquidities which cannot be secured 
without a risk guarantee 

- reduced risk of currency depreciation com- 
pared to locally invested funds: funds remain 
in Switzerland. Furthermore, as the guaran- 
tee is issued in hard currency and the credit 
usually granted in local currency, the collat- 
eral is worth even more in devaluation- prone 
countries 

- no fund transfers towards Southern countries: 
this avoids taking too much risk in countries 
affected by instability, war, economic crisis, 
and so on. 



The main asset of the original partners in 
RAFAD was knowledge and networks, not 
money. The starting capital was a private con- 
tribution of $250 000. The following year, the 
Swiss Development Corporation agreed to 
contribute a counter guarantee of CHF 
500,000 for 10 years. After early experience in 
West Africa, driven by demand, RA FAD grad- 
ually spread its activities to other parts in 
Africa, to Asia and Latin America. Over the 
next 10 years, it set up quality collaborations 
with a network of about 40 commercial and 
development banks in the South. 1 1 also draws 
on volunteers in the Board and the Executive 
Committee; an international team of experts 
(e.g. local representatives); and consultants and 
a G eneral Secretariat based in G eneva. 

The main impact of the guarantees is the lever- 
age effect. A t D ecember 31, 1997, RAFAD had 
issued guarantees for an amount of CHF 
3,083,000, a sum based on contributions from 
private foundations, international organisa- 
tions and governments. Thirty per cent of this 
fund belongs to parties from the south. Local 
banks, thanks to these guarantees, had allowed 
creditfacilitiestotallingCH F 9,153.000: hence 
a leverage of 3.0. The best partners are to be 
found in South America, where leverage can 
reach 12 times the amount of the RAFAD 
guarantee, while it is about twice the guaran- 
teed sum in Africa. There are different models 
of risk; in certain cases, this is almost entirely 
covered by the beneficiary or the intermediary 
N GO , with RAFAD in second place and the 
bank in third, and this helps to obtain much 
better leverage. 

The quality of collateral is an important factor 
in negotiating credit leverage and risk sharing. 
RAFAD provides a letter of credit or a bank 
guarantee, payable on first request, given by 
the first bank of Switzerland. The RAFAD 
guarantee secures part of the risk, so a lower 
interest rate can be negotiated with the bank; 
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some partners have achieved a rate equivalent 
to theprimecommercial lending rate. Payment 
claims on guarantees, or losses, have varied 
during the past years. From 1988 to 1998 the 
average losses on R A FA D 's guarantee scheme 
amount to 4.5 per cent per year. 

In ten years, loans obtained with RAFAD 
guarantees have benefited more than 50 000 
and created up to 10,000 jobs. 

RA FA D and its partners have created an I nter- 
national G uarantee Fund (IGF) in 1996, which 
was recently amended into a not-for-profit co- 
operative offering shares to partners in the South 
and theN orth. This is because the fund needsto 
grow to respond to demands; many local part- 
ners ask for equity capital and direct capitalisa- 
tion of their own credit schemes; and many 
N G O s are creating their own guarantee funds, 
and could benefit from shared management costs 
and risks as well as RA FA D 's experience. 

CRITICAL ISSUES 

D ifficulties have included: 

- lack of interest from banks in the N orth 

- long negotiations with banks in the South 

- different working methods between partner 
organisations and banks 

- difficulty in financing risks 

- finding complementary financing for follow up 

- gathering the capital necessary to set up the 
IGF. 

Funding theG eneva office has been a problem. 
RAFAD has now reduced staff at the head- 
quarters and hired local consultants on the 
field. It has also reduced the number of coun- 
tries in which it operates; it now specialises in 
activities and areas that receive fewer subsidies 
for micro-finance. This has pulled it back to 
financial sustainability. 



The authorised capital of the IGF increased 
from C H F 246,800 in 1997 to 595,300 in 1999. 
TheIG F hasthefollowing advantages: asingle 
account for all investments and guarantees; 
shared risk; better participation for Southern 
partners; and a standardised financial product 
to support micro-finance. 

At 31 December 1999, RAFAD's guarantee 
capital of was C H F 3,308,872, which added to 
the I G F makes a total of around C H F 3.9m. 
Planning for the next two years includes a 
transfer of all guarantee funds to theCo-oper- 
ativeFIG and an increasein theguaranteefund 
total to CH F 5m in order to reach financial 
balance. By then, IGF will be considering 
establishing an officein acountry of theSouth 
will be considered and theroleof RAFAD will 
be completely re-examined. 
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by 

Yannick Vigignol, 

Federation of 
CIGALES 



I nclusive Partnership Strategy 
and Governmental Tax Benefits 

SO L I D E (Canada) 



SOLIDEs (Societe Locale d'lnvestissement dans le Developpment de I'Emploi) 
are local social venture capital funds operating throughout Quebec in partnership 
with local authorities, advising and capitalising new businesses to create jobs 
at a local level. The first SOLIDE was created in 1993. 



Federation des CIGALES 
Mrs Ch. Bouchard 
Mr Jacques Duguerra 
61 rue Victor Hugo 
F - 93500 PANTIN 
Tel. +33-1 49 91 90 91 
Fax+33-149 91 90 91 
Email: 

cigale@neuronnexion. fr 



SO LI DEs are financed, developed and advised 
by the relevant local authority and the national 
co-ordinating body SOLIDEQ, which is 
financed by the Fond de Solidarity des tra- 
vailleurs du Q uebec (FTQ ) as part of a larger 
network of social investment built by thetrade 
union fund and the Quebecian regional and 
local authorities. 

Each SOLIDE has a simple basis: Solideq 
brings the fi nancial expertise and lendsonedol- 
lar for each dollar found locally, without col- 
lateral, up to 250,000 CAN $. A SO LID E can 
invest in all sectors expect retailing (because the 
trade unionists stipulate that retailing does not 
create jobs, it only displaces them). M ore gen- 
erally the SO LIDE should be surethejobs are 
really created and not displaced. Working con- 
ditions, wages and collective agreements areall 
investigated. The SO LIDE and the FTQ also 
check thelevel of financial and economic train- 
ing employees receive. 

In 1999, 86 SOLIDEs were active, managed 
locally by 600 volunteers. E ight hundred pro- 
jects have been financed since 1993, of which 
66 per cent are from the secondary sector; 36 
per cent arestill being set up. Thetotal amount 
of investment adds to 22,810,700 CAN$. 
Thanks to these investments 6,800 jobs have 
been created or maintained (45 per cent cre- 
ated), which averages out at 8.5 jobs created per 
project and therefore represents an investment 
of 3,350 CAN$ per job; the consolidated 
result of all the national, regional, local and 
specialised funds is 78 525 jobs created or 
maintained. 



CRITICAL ISSUES 

Creating and developing a SO LIDE depends 
on a strong local partnership. The FTQ brings 
the capital and the expertise, through Solideq, 
but it would not work without local involve- 
ment. The local authorities, especially the 
M unicipalites Regionales de Comte (MRC), 
which cover the SOLIDE investment area, 
cover the operating cost; local businesses and 
statutory bodies help find the 125,000 CAN $ 
needed to complete the SO LI D EQ capital; and 
the SOLIDE's operations are completely 
autonomous from then on. 

These local partnerships rely on a national 
trade union organisation. Because they are part 
of the FTQ , SO LI D Es have financial credibil- 
ity. Moreover, if a project is too big to be 
financed by a SO LI D E, or is in a particular 
area of expertise, the FTQ or other specialised 
funds may be ableto finance it. 

Every saver who invests in the FTQ can also 
benefit from a 15 per cent revenue tax reduc- 
tion from the Canadian state and another 15 
per cent from theQ uebecian state. Savers who 
use the FTQ as a registered pension savings 
scheme can benefit from another 20 per cent 
tax reduction from both the federal and 
provincial states. This comes to a total of 70 per 
cent tax reduction. 

CONCLUSION 

SOLIDEs have successfully used all types of 
resources and all sectors to create jobs all over 
th e ter r i to ry. T h e resu I ts d emo n st rate t h ei r ef f i - 
ciency. Similar social investment instruments 
might well consider this kind of inclusive strat- 
egy in order to gather wide-ranging financial 
and other support. 
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David Boyle, 

New Economics 
Foundation 



Time M oney - how to rebu 



"Market economics values what is scarce - not the real work of society, which 
is caring, loving, being a citizen, a neighbor and a human being. That work will, 
I hope, never be so scarce that the market value goes high. So we have to find 
a way of rewarding contributions to it." Edgar Cahn 



Time banks began in the U SA as a way of pro- 
viding non-medical services for old people in an 
ageof shrinking budgets- helping them to stay in 
their own homes, keep hospital appointments 
and stay healthy. It is a new kind of money - paid 
to volunteers - and now used successfully in 
almost 200 cities in the USA to fuel volunteer 
schemes, health maintenance programmes, sup- 
port old people and a range of other local social 
projects. Research by theU niversity of M aryland 
shows that time banks - or their generic name, 
service credits- succeed in attracting peoplewho 
don't normally volunteer, keeping old people 
healthier and cutting drop-out of volunteers. 
They are increasingly being used as waysof deal- 
ing with other social problems too, in schools, 
housing estates and theyouth justice system. 

Time credits or time dollars can be: 

- U sed to recognise people's contribution in the 
community. 

- Earned by anyonewho is making a contribu- 
tion locally for thetimethey put in - and this 
includes elderly housebound peopleaswell as 
young unemployed. 

- Spent by those who earn them on a range of 
services, mainly from other volunteers. I n the 
USA, they can also be used increasingly to 
buy refurbished computers, pay off mort- 
gages, student debt or health insurance, buy 
food or clothing and much else besides. 

- Kept by the young elderly as an insurance 
policy in case they become housebound 
themselves. 

- D onated to older relatives, or back to the sys- 
tem. 

Time banks record, storeand find new waysof 
rewarding transactions where neighbours help 
neighbours. They put neighbours in touch 
with each other, use people's skills and imagi- 
nation - particularly older people's - which is 
ignored by the market economy, and build a 
network of neighborhood support. 

ne of the most successful health projects in 
the USA, run by the Social H ealth Maintenance 



rganisation E Iderplan in Brooklyn, paystime 
dollars to over a thousand volunteers. As well 
as keeping the participants healthy, this means 
they can provide lifts to surgeries, organise a 
series of telephone services and self-help groups 
for the recently bereaved and others, and a 
range of other services I ike shopping or D I Y to 
local people in their own homes. 

Over the past decade, time banks have rapidly 
become part of mainstream American life, 
starting with health centres and hospitals, and 
increasingly now in housing estates and 
schools. Their importance, and the urgent need 
for more volunteers and mentors, has been 
recognised by leading politicians from all sides 
of politics and from President C linton. 

EXAMPLES 

Some of the adaptations of the idea include: 

- Benning Terrace, a particularly notorious pub- 
lic housing complex in Washington, DC has 
seen 300 residents log 79,000 hours of volun- 
teer work in 11 months last year, for which 
they earned time dollars. And as well as swap- 
ping services between each other, they used 
these to buy four tons of food per month at the 
local food bank. The crime rate also dropped. 

- Seventeen Chicago schools have encouraged 
nearly 2,000 pupils to earn time dollars by 
taking part in a peer tutoring programme and 
to spend them on recycled computers. The 
schools found that attendance went up when 
thetutoring was happening, grades improved 
and the bullying of younger students all but 
stopped. 

- One college in upstate New York has 
redesigned its loan programme so that student 
loans can be paid off partly in time dollars - 
partly, in other words, by their voluntary 
involvement with the local community. 

- The Brooklyn health insurers E Iderplan, 
which allowed participants to pay a quarter of 
their insurance charge in time dollars, uses the 
system to fuel a local network of volunteers 
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and a range of telephone services, bereave- 
ment counseling, self-help arthritis groups 
and much else besides. 

- Cahn has himself taken over part of theyouth 
court under license from the District of 
Columbia. Defendants are tried there for 
minor offences by other teenagers, who are 
paid for doing so in time dollars, and who 
giveout sentences in community service- for 
which they are also paid in time dollars. The 
re-offending rate is much lower than the offi- 
cial youth courts. 

- The Washington law firm H ol land & K night 
has won an award for their timedollar project 
from the American Bar Association, which 
involved working with a local community to 
close crack houses, unfreeze local grant 
money, clean-up police corruption and keep 
the local school open. This was no small task, 
and they needed local involvement for it to 
work, so - instead of giving their services for 
free- they charged their retainer in time dol- 
lars. By the end, they had billed theequivalent 
of $230,000 in time, paid off by the local com- 
munity by helping with theclean-up, provid- 
ing anight escort service for old people, cam- 
paigning for better street lighting, taking 
down thecar numbersof drug dealers, school 
tutoring and much else besides. 

I n the U K , the time bank idea was developed 
by theU S civil rights lawyer D r Edgar Cahn at 
the London School of Economics in the early 
1980s, and adopted by the health trust, the 
Robert Wood Johnson Foundation, in a major 
programme in six US cities which began in 
1987. In October 1997, he was invited to the 
UK by NEF and the London Health Partner- 
ship to introduce the idea in the UK. Three 
successful conferences in London and New- 
castle were attended by a range of health and 
local government professionals, and his 
appearances on the BBC - notably on Mid- 
week- had a major impact. 

A range of organisations are at various stages of 
setting up U K time money schemes.They include: 

- Fair Shares in G loucestershire, with six time 
banks already up and running. 

- Lewisham's Rushey Green health centre, 
co-ordinated by theN ew EconomicsFounda- 
tion with help from the K ings Fund, Lloyds- 
TSB Foundation and the Carnegie Trust. 



- Benwell Time Bank, co-ordinated by Barbara 
Douglasof theN ewcastleH ealthy City Project. 

- Watford, with a theme of older people and 
food, organised by Watford Borough Coun- 
cil under the government's Better Govern- 
ment for Ider People programme. 

- Time Bank in Peckham. 

SUPPORT AND GROWTH 

Timecredits arezero-rated for tax in the U SA , 
and this has been confirmed in a series of rul- 
ings by the IRS. They say that they are a 
'moral' transaction and unenforceable - the 
equivalent of baby-sitting or giving a cup of 
sugar to your next-door neighbour, which isn't 
taxable anywhere. 

Time banks can be set up by any organisation 
which needs the involvement of people in order to 
succeed. I n the U SA they are run by community 
organisations, old people's centres and churches, 
but also by hospitals, surgeries and health insur- 
ance companies, as well as universities. They 
requirean office, a manned telephoneand acom- 
puter. The most used software programmeTime- 
Keeper is downloadable free from the internet 
(www.neweconomics.org/ timemoney). 

MORE INFORMATION 

A bout U K time money at 

www.timemoney.org.uk or www.fair- 
shares.org.uk. 

About U S time dollars on the internet 
atwww.timedollar.org. 

A bout alternative economics in general: 

send large stamped addressed envelope 
to N EF at Cinnamon H ouse, 
6-8 Cole Street, London SE14YH . 
Tel. 0171 407 7447, Fax 0171 407 6473 
Web) www.neweconomics.org 

About local currencies in general 

at the L etslink U K website 
at www.letslinkuk.org. 

Funny Money: In Search 

of Alternative Cash, by David Boyle, 

H arperC ollins paperback , £6.99. 

Web: www.funny-money.co.uk 
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by 

Radhika 
Holmstrom 



Women's World 
Banking (usa) 



Women's World Banking (WWB) aims to have a major impact on expanding the 
economic participation, assets and power of low income women entrepreneurs 
and producers by opening their access to finance, information and markets. 



This article is edited 
from a larger study 
provided by 
Women's World Banking 



Ms Nancy Barry 
8 West 40th Street 
USA-New York, 
NY 10018 
Tel. 1-212-768 85 13 
Fax 1-212-768 85 19 
Email: wwb@swwb.org 



WWB: 

- has a core network of affiliates 

- organises larger learning and change networks 

- shares successful approaches and puts policy 
makers and funders in touch with micro- 
finance practitioners. 

The organisation was founded in 1979 as a 
Dutch Stichting or Foundation. In the early 
years women leaders began creating local 
organisations providing direct lending ser- 
vices to low income women, often in collabo- 
ration with local banks. WWB created a Loan 
Guarantee in 1983, backed by a small WWB 
Global Capital Fund; affiliates could offer a 
WWB-backed standby letter of credit to local 
banks, to cover a portion of the risks for small 
loans to women micro-entrepreneurs. WWB 
held global meetings for affiliate leaders every 
two years to share progress and plans and build 
theWWB culture. 

By the end of 1989 WWB's Global Capital 
Fund totalled U S$5 million and annual operat- 
ing revenues and expenditures were about 
US$1 million, but the three major funding 
partners were concerned about the lack of 
growth in affiliate reach. ver the ensuing nine 
years the strategy focused on capitalising 
WWB, building the staff capacity, developing 
high impact networks, and influencing policy. 

By the end of 1996 WWB had mobilised U S$5 
million for the affiliate capitalisation facility, 
which is now approaching full commitment; 
another U S$5 million is lined up for 2000 to 
2002. WWB expanded the global Capital Fund 
to US$38.8 million at the end of September 
1999. H alf of this growth was new infusions 
and half appreciation over the period. The pro- 
gramme and operating budget grew to US$7 
million in 1999. Core funders have expanded 
from three to nine, with most funds provided 
as unrestricted support. 



WWB now has 34 New York-based staff 
members and 10 talent bank consultants 
around the world. The45 affiliates in 39 coun- 
tries of Asia, Africa, North America and 
Europe are women-led micro-finance organi- 
sations which have over 300,000 poor female 
— and about 50,000 poor male - active clients 
of direct credit services, with an average loan of 
$500. In addition, many affiliates provide sav- 
ings and business development services and are 
active in policy change in their countries. 
WWB has associates as well: these are micro- 
finance organisations with a predominantly 
female client base, but led primarily by men, 
which shareWWB's vision and principles and 
are committed to expand women's decision- 
making roles at all levels. WWB isalso activein 
networks which providewell over five million 
poor women with access to financial services, 
and in work on the standards, support, and 
policy environment needed for thesolid devel- 
opment of micro-finance. 

CRITICAL ISSUES 

WWB's current objective is to strengthen the 
affiliate base, with a target of 500,000 active 
lending and savings clients by the end of 2000. 

At theglobal meeting in 1998 all affiliate lead- 
ers adopted standards similar to the eligibility 
criteria for accessing coreCG AP funds, which 
are highly rigorous and are met by few micro- 
finance institutions. In 1999 WWB began 
piloting innovations such as loan scoring mod- 
els palm pilots, and vouchers. 
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Working C apital: 

M icro-C red it G roup L ending (U SA ) 



by 



Pat Conaty, 



Common Futures 



Working Capital is the leading peer group micro-finance lender for start-up and 
micro-enterprises in the USA. Its successful adaptation of peer group lending 
techniques in an industrialised country makes it a particularly interesting model 
for European practitioners and policy makers. 



Working Capital aims to increase the economic 
success of the self-employed and micro-enter- 
prises through wider access to credit, 
entrepreneurial training and education, plus net- 
working opportunities through peer groups and 
other Working Capital members. Established in 
M assachusetts in 1990, it provides loans, busi- 
ness education and networking opportunities 
for micro-enterprises. It has assisted over 3,000 
micro- enterprises in N ew England, Georgia, 
Delaware, Florida and Missouri, and advanced 
over $3 million in loans to date. 

I n 1993, Working C apital was officially incor- 
porated as Peer Partnership Inc. and today 
operates as a tax-exempt, non-profit institu- 
tion. It began its first international programme 
in K habarovsk, Russia, in 1997. 1 n addition to 
its head office in Cambridge, Massachusetts, 
Working C apital has offices in Florida, G eor- 
giaand Russia, and all have affiliates. These are 
based in community organisations and raise 
their own operational funding and employ 
their own staff. H owever, loan capital and the 
back office loan administration are provided 
through head office staff. The head office also 
designs and updates the training material and 
handbooks for the staff and entrepreneurs at 
the hubs and affiliates. 

Working Capital specialises in group loans. It 
uses educational and briefing events organised 
by local partners to attract prospective bor- 
rowers who form groups. These groups meet 
regularly thereafter to help each other with 
business plans, marketing strategies and to 
approve each others' loans. I nitial loans start at 
$500, repayable in monthly instalments over 
four to six months. Second, third and fourth 
loans are available to group members on suc- 
cessful repayment performance. Through such 
steplending, loans of up to $10,000 are available 
for terms of up to three years. 



Working Capital's group lending system 
attracts a particular sort of entrepreneur who 
values support at the start-up stage or in the 
early years of establishing a business. Addi- 
tionally, in some of its hubs or affiliates, it 
attracts a good number of minority ethnic 
entrepreneurs. Two thirds of Working Capital 
members are women and 12 per cent are lone 
parent women. One in four members has 
income below the poverty line. 

Four out of five of the entrepreneurs who join 
Working Capital are already trading; 70 per 
cent of businesses tradefrom home; and half of 
all entrepreneurs are trying to establish their 
business while holding down a part time job to 
supplement their income. 

Although Working Capital charges an interest 
rate of 16 per cent on its loans (12 per cent 
interest and four per cent in fees), this does not 
cover the full cost of the service. It relies upon 
both subsidies from government and founda- 
tions to cover at least 25 per cent of its operat- 
ing budgets and specific business education 
services. Working C apital sources its loan cap- 
ital from ethical investors, foundations and 
banks. Banks contribute funds at base rate or 
below and ethical investors and foundations 
invest at a low yield dividend of two to three 
per cent. As a result, thecost of Working C ap- 
ital's loan funds averages out at five to six per 
cent, giving an income spread of 10 to 11 per- 
centage points on the credit sums advanced. 

CRITICAL ISSUES 

Faced with the huge challenge of meeting the 
enormous credit needs of unbanked A merican 
micro-entrepreneurs, Working Capital has 
recently adopted quite a different approach to 
scaling up. The Working Capital Enterprise 
Allowance Programme employs a franchise 
style strategy. Local business associations, 
chambers of commerce, artisans' groups, 
church-based organisations and co-operatives 
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can join the Enterprise Alliance Programme if 
they have at least 20 self-employed members. 
Working C apital provides lines of capital, train- 
ing, loan factoring and loan administration for 
its local partners. To secure a line of credit, the 
franchise partner must deposit 10 per cent of the 
total sum in acentral guarantee fund (so a$4,000 
guarantee deposit secures a $40,000 line of 
credit). Access to a larger lineof credit requires 
up-to-date repayments on current loans. I nter- 
est charges for credit lines are attractive (9.9 to 
10.9 per cent), and Working C apital also charges 
origination and servicefees. E nterprise A lliance 
members will be eligible for initial loans of 
$2,000, repayableover four to 18 months. They 
can also obtain larger loans upon successful per- 
formance of up to $20,000. 

CONCLUSION 

Working C apital has struggled with a huge set 
of challenges since 1990. It has stuck to its peer 
group approach and evolved more efficient 
systems and strategies in the late 1990s to 
reduce both transaction costs and the incidence 
of debt. H owever, given the high risk of lend- 
ing to start-up and fledgling businesses, Work- 
ing Capital managers do not anticipate in the 
foreseeable future being able to operate with- 
out some degree of subsidy; they are nonethe- 
less determined to become increasingly self- 
sustaining financially in the years ahead as they 
continueto scale up their operations. 
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by 

Thomas 
Huttich, 

INAISE 



World Savings 
Banks I nstitute 



The existence of the World Savings Banks Institute (WSBI) reflects the fact that savings banks 
have long been a global phenomenon. The first world-wide organisation was founded in Milan 
in 1924 as the 'International Savings Bank Institute' and the WSBI was established as 
its successor in 1994. Its 107 member organisations in 88 countries represent the entire 
range of savings banks on all continents. 



TheWSBI isan independent non-governmen- 
tal organisation. Its mission is built on foster- 
ing co-operation, not only between the coun- 
tries of the N orth and South but also, for 
example, through development projects in 
central and eastern E urope. 1 1 does a great deal 
to disseminate information, to organise train- 
ing and exchanges and to encourage savings 
banks to participate in development projects 
launched by international financial institutions. 

The WSBI's initiatives and services are sup- 
ported by regional co-ordination groups for 
Africa, America, Asia-Pacific and Europe. 
These represent the specific needs of their 
respective areas. A joint office and co-ordina- 
tion committee in Brussels ensure that the 
WSBI's activities are co-ordinated with those 
of the European Savings Banks G roup. Tech- 
nical support is given by seven standing advi- 
sory committees and temporary task forces, 
supported byjoint office specialists and experts 
from member organisations. 

In the future, competition between banks will 
become ever fiercer. To meet this challenge, the 
WSBI will create more business co-operation 
opportunities, such as payment transfers and 
product diversification. By working together 
on such concrete projects as the fight against 
poverty, economic and social structural 
changes and the promotion of social cohesion, 
savings banks world-wide will continue their 
role in social responsibility and development. 



World Savings 
Banks Institute 
rue Marie-Therese 1 1, 
B-1000 Brussels 
Tel +32 2 211 11 11 
Fax +32 2 211 11 99 
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INAISE is an international network 
of socially and environmentally 
oriented financial institutions. 

Created in 1989, INAISE has grown 
rapidly as the movement of social 
investors gained importance, volume 
and visibility in a number of European 
and non-European countries. 
Through INAISE, social investors from 
Norway to South Africa and from Costa Rica 
to Japan have been joining forces 
to exchange experience, disseminate 
information and demonstrate that money 
can actually be a means to achieve positive 
social and environmental change. 

Inaise members do not only differ 
in the sectors in which they invest. 
They approach investing and depositing 
differently from traditional financial 
institutions. INAISE members go 
beyond anonymous technical banking. 
As collectors of deposits, they try to be 
transparent institutions where people 
can actually see what happens with 
their money, creating awareness 
and involvement. 



INAISE 

E-mail: inaise@inaise.org 
Web: http://www.inaise.org 




Where our money works 

INAISE members, through their investment 
policy, foster and promote the development 
of organisations and enterprises: 

> Social Economy: co-operatives; community 
enterprises; employee participation; 
employee buy-outs; micro and small 
enterprise creation and development 

> Environment and sustainable development: 
renewable energy; organic agriculture, 
food processing and retailing; 
eco-building; clean technology 

> Social development: community housing; 
employment generation; community 
groups and the voluntary sector 

> Education and Training: schools 
buildings, training courses; 
organisational development 

> Health-care: community care; 
programmes for the disabled; 
preventive therapies 

> North-South: fair trade; small-enterprise 
start-ups through micro-credit 
programmes; small business training 
and counselling 

>■ Culture and arts: artists; exhibitions, 
theatre; dance; local radios. 



